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BASIS OF PREPARATION 


1.1 BASIS OF PRESENTATION 

SSiSH-SSSs: 
SS5sSSSSSwHSHS® 

exemption^has ^een granted*, are d^sclos^betow.^ 10 * 1 haV ® bee " consistent,y a PP |ied exce Pt where an 

have n0t been 0ffSet exc6pt whe " Getting is required or 
recognised in accumu?ated\uSu5defKit rabl,ltieS derec ° 9nised and the consideration received, if any, is 

1.2 PRESENTATION CURRENCY 

155“ aate " ,ente " Pre8entedS0U,I, AWOan Rand ' «N* Is the functional conency of the 

1.3 GOING CONCERN ASSUMPTION 

forat that the municipalitywi " continua to 


1.4 COMPARATIVE INFORMATION 

1 and 241 has *“^ * ■»«— - 

* * amafe amsnded ' **»• ^ 

m accounting policy in the current veer the »hji .dmanf • j F^ m v ^‘ iere there has been a change 
With the opening Weno^h^e^^ISS; 3 aa - * P****-. 


HOUSING DEVELOPMENT FUND 

**■ No - 107 <* '«> 7 >- L«n. from 

MEc^sL'r^r 9 dwe,o,,me " ,s ** hin •» "“*w «**<* ^sssssss 
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INTERNAL RESERVES 
Self Insurance Reserve 

I'nTKsK^ Potential losses o, claims tha, 

account claims history and replacement Sues if theTisurL *k T* respective services taking into 

ring-fenced within the accumulated surplus/(deficit). d * Th ® ba,ance of the self-insurance fund is 

The Council determines annually the amount to contribute to the Self Insurance Reserve. 

corresponding amSfrom^sS reserve b * transferring a 

I]ig e ned U with a thi pSSSin th^lis^ balanf' l ?t U h ra Tif R , eSerVe ’ Which has a polic y thal is 

based on surpluses accumulated since inception. ** ° f th ® Self ' ,nsura nce Reserve is determined 

admNs^t^e^pS^^reTncurred. di ^ erenCeS pr6miUmS char 9 ed a 9 ainst <**"•■ paid and various 

sLwn^rane^Reserve 00131 yearthe surplus as computed per above is transferred from accumulated surplus to 
The balance of the self-insurance fund is fully cash backed and is invested in a separate call account. 


4. PROPERTY, PLANT AND EQUIPMENT 
4.1 INITIAL RECOGNITION 

a8Se ' S Infrastructure assets, tha, are 

measured at fair value (the cost). y monetary assets, the asset acquired is initially 

aaS(^lve™ d uS em '‘ “ Val ‘" > ““ li ' te ™ ,i nobl., if* deemed coet is the earning amount of the 


equlpmen, *» 

ar<s^ 

4.2 SUBSEQUENT MEASUREMENT - COST MODEL 
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and capitalises^he new'com^nent^Su^seqi^rt^xpend'ihjre^incuTOd^n 8 ^ ° f **** bei " 9 rep,aced 

increases the capacity or future economic benefits assorted Xhe asset" ' S capitalised whe " * 

4.3 DEPRECIATION AND IMPAIRMENT 

useful lives of the assete^TmMnen^oTassets th '''»' 81 usl P 9 . the strai 9 M-line method over the estimated 

"■» IhM useful £ SJSSSiEK^" Tl to 0,6 Wh0te and *3 

indefinite useful life. P ate y ’ Land s not de Precrated as it is deemed to have an 


4.5 


The annual depreciation 


DETAILS 


rates are based on the following estimated average asset lives:- 


Infrastructure 


Roads and Paving 


YEARS 


Pedestrian M alls 
Electricity 
Housing 


Stormwater 


5-100 


20 


10-50 


DETAILS 


Other 


Buildings 


Specialised Vehicles 


Other Vehicles 


.55_ Office Eouipme nt 

OC 4 On i- -V — 1 —— 


25 ~ 12 0 Furniture and Fittings 

iai_j ^_ h *—■ 


Recreational Facilities 


Security 


10-50 

10-100 


3-5 


Watercraft _ 

Bins and Containers 
-Specialised Plant and Eouipment 
Other Items of Plant and 
Equipment 


Landfill sites 


YEARS 


10-50 


3-20 


5-7 


5-15 

5-15 


15 


assessmenf of VhelherTh^ indication that an asset may be impaired. An 

p=~ ~ "^p-r^v^r^h? jKr-jssfi 

4.4 DERECOGNITION 

no further ecormmte benafltTo^^ °J ^when there are 

sas KiSJS rnd1h m eX P g ert y y 'i P ' ant «* as'the 

Financial Performance. P and th ® carry,ng va,ue and 18 recognised in the Statement of 


INCOMPLETE CONSTRUCTION WORK 

S&“e 5<n,C “ 0n " *“ ,d ^ «»>. Depreciation oniy comnttreces *hen the asset 


is 


INVESTMENT PROPERTY 

capitalappredaflonoi- 8 bot^Sthirmfnfor bUlld,ng ' or part of a buildi "9 - or both) held to earn rentals or for 

• use in the production or supply of goods or services or for 

• administrative purposes, or 

• sale in the ordinary course of operations. 
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SKSSiEET' " ^ hS,d '° r US ' 8,8 ProdUC " 0n “ SUPPl1 ' ° f «°°* or services or 

1222?|S property is ^nised as an asset when, it is probable that the future economic benefits or service 
the investment^rope^'c^be'measured^ably^ 0 ^ 6 ^ ^ "° Wt0 *" murH ^ 3 " d the 00810r feir va,ue of 

wit?®"* P; 0 ^ is initia,ly recognised at cost. Transaction costs are included in the initial measurement 
SSt'ion' 3 PrOPerty 18 3CqUired ^ n ° C ° St ° r f ° r 3 n ° minal COSt ’ its cost * of 

Costs include costs incurred initially and costs incurred subsequently to add to or to reDlace a nart nf nr mmi™ 


5.1 


FAIR VALUE 

Subsequent to initial measurement investment property is measured at fair value. 

The fair value of investment property reflects market conditions at the reporting date. 
i a 9 ri'" 0r ,0SS arising from a chan 9 e 'n fair value is included in net surplus or deficit for the period in which 


Iteea^e/oHh^riSfSr 1 Pr °!f? y under construction is not determinable, it is measured at cost until 
the earlier of the date it becomes determinable or construction is complete. 


6. INTANGIBLE ASSETS 


An asset is identified as an intangible asset when it: 

• is capable of being separated or divided from an entity and sold, transferred licensed rented or 
exchanged, either individually or together with a related contract, assets or liability or 

francLlw , r rt COntraCt l Jal xJ i9f l t 1 f or other le9al ri 9 hts > regardless whether those rights are 
transferable or separate from the municipality or from other rights and obligations. 

An intangible asset is recognised when: 

• it is probable that the expected future economic benefits or service potential that are attributable 

to the asset will flow to the municipality; and annouiawe 

• the cost or fair value of the asset can be measured reliably. 

Intangible assets are initially recognised at cost. 


^IiSio 9 n blS 3SSet aCqUir6d 31 n ° ° r n ° minal 00311 the 0031 shal1 be its fair value as a ‘ the date of 
when r ifi t s LI incumed SearCh ^ 00 ^ research phase of an internal Project) is recognised as an expense 


mcognised b when: et ariSi " 9 ^ deV6l0pment ( or from the ^elopment phase of an internal project) is 

it is technically feasible to complete the asset so that it will be available for use or sale 

• there is an intention to complete and use or sell it. 

• there is an ability to use or sell it. 

• it will generate probable future economic benefits or service potential 

• ^lSa^r niCal ’ finanCial and ° ther reS0,JrCeS 10 °° mplete the deve, °P man t and to 

• the expenditure attributable to the asset during its development can be measured reliably. 

Intangible assets are carried at cost less any accumulated amortisation and any impairment losses. 
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there is no foreseeable limittolthe^foTov^ ,ife baSed on aN relevant factors, 

service potential. Amortisation is not provided for the** ■ f ex P® cted to generate net cash inflows or 
impairment annually and whenever assets but they are tested for 

intangible assets amortisation is provided on a straigX F ° r 3,1 ° ther 

The amortisation period and the amortisation method for intangible assets are reviewed at each reporting 

is an indicator that the asset may'be^mpa^red' As ^result «f efUI ^ after '* was classified as indefinite 
remaining carrying amount is amortised over its u^ful life ^ ' S ® d f ° r impairment and »» 

are not recognisedas^tengibl^assets S ' PUb,IShm9 tltles ’ customer lists and items similar in substance 

M^ues^ i foiiowr: rOViC * eC * *° ^ d ° Wn the inta " 9ib,e assets ' a straight line basis, to their residual 


Item 

Servitudes 

Software 


Useful life 

indefinite 
3 years 


HERITAGE ASSETS 

artistic significance and are hSndefinitely^S benefrt of present aSXre^^ technological or 

7.1 INITIAL RECOGNITION 

attributable t^bring^t^ is measured at its cost and any costs directly 

operating in the ma^er^ neCeSS ^ * «■> be capable of 

measured a?its fair vafue as SdL^a^ transaction, its deemed cost is to be 


7.2 


SUBSEQUENT MEASUREMENT 


Subsequent to initial recognition, heritage assets are measured at cost less accumulated impairment 

7.3 DEPRECIATION AND IMPAIRMENT 

' ,ePreCbted bU 0 a * “* «*> whether me™ le a„ mdioatloo 

7.4 DERECOGNITION 

£,S“^p&e^ ,here «c 

the disposal or istiiemen. of e heritage asset Is mcognleedT^S^rof'SnaS°pJZh a a r 'o Sa cl? ° n 
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IMPAIRMENT OF ASSETS 

8.1 CASH GENERATING ASSETS 


& SIT be 

«— * Md fc *. 

recoverableamount of the cash-generatingun* to vrttichth^S^^^ asset the 

sell end its value In use?* ° f 30 6SS6t ^ a cash -9 e nerabng unit Is the higher of its fair value less costs to 

redocad to Its recoverable amomtTto Sfaaton a,rri,r ' a amounl ° f “» asset Is 

recognized in surplus or deficit Camed at cost ,88s ^ accumulated depreciation or amortization is 

than the carrying amount of the ^it S^pa^em loss^s^alfocat °d V f erab H 6 amount of t ! 1e unit is le ss 
the assets of the unit as follows: cated to reduce the carrying amount of 


amount of eacVSel USSl ^ °" "" b3SiS ° f the “"*H» 

recognized^n prio^periods fo^assets^ayntftonger exist onna\f hav^ j dication that an impairment loss 
exists, the recoverable amounts of those assets are estimated. V ^ decreased - lf an Y such indication 

exceed the carrying^amount that would haw been determined 'hadna' 0 * ^ impairment ,oss does not 
for the asset in prior periods. ned ^ ad no ,m P a|r ment loss been recognized 


A reversal of an impairment loss of assets 
recognized in surplus or deficit. 


carried at cost less accumulated depreciation 


or amortization is 


NON-CASH GENERATING ASSETS 

the IndivMuafasset'ifti is^o/poSbte S " vloa amiMrt 15 sstimat «lfor 

ere recoverable sendee amount ofthe cash-generatingSrch^ 

SfatSlS? ifrato in" 1 ^!* ° f " aSSat " a cash -9e"eratfng unit le the higher of Ita Mr value less 

er^SZSdtoT^btefX^unt ' e "' 0un,0, ' ha 

recognized In surplus or deficit 03016(1 31 0061 1688 any accumulated depreciation or amortization is 

2 St‘ 2 , ?sr^s: ."tt 6 sa,vic6 

amount of the assets of the unit as follows: ^ * oss IS a oca ^ ed to reduce the carrying 
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To the assets of the unit, pro-rata on the basis of the carryinq 
amount of each asset in the unit. 

exists, the recoverable service amounts of those assets are estimated. y 

1^®‘" c ^ ased carryin 9 amoLj nt of an asset attributable to a reversal of an impairment loss does not 

*33 5E *“ ha ™ bMn *•— « - 


A reversal of an impairment loss of assets carried at cost less 
recognized in surplus or deficit. 


accumulated depreciation or amortization is 


INVENTORIES 

9.1 INITIAL RECOGNITION 

Pjodujd. me «. includes me cost of labour, matedals and overbids used du?i1 mSSfrliS 

tmnt»J^ n 5 ry iS f. Cq , Uired by the municipality for no or nominal consideration (ie a non-exchanoe 
transaction), the cost is deemed to be equal to the fair value of the item on the date acquired. 3096 


9.2 SUBSEQUENT MEASUREMENT 

2S—? of consumable stores, raw materials, work-in-progress and finished goods are 
valued at the lower of cost and net realisable value unless they are to be distributed at no 
charge, in which case they are measured at the lower of cost and current replacement cost Redundant 
and slow-moving inventories are identified and written down in this way Differences arisingon^he 
am« °?h ,nvent ° ry f e rec 09 nised in the Statement of Financial Performance in the year in which theJ 
S« a l he T° Unt ° f any reversal of any wri ‘e-down of inventories arisinj/rom^ an increase '1, r2 

recoon?iri V aI U an° r current replacement cost is recognised as a reduction in the amount of inventories 
recognised as an expense in the period in which the reversal occurs. mventones 

dteWbuted^wrllpnoff f inventories ? recognised as an expense in the period that the inventory was sold 
debuted, written off or consumed, unless that cost qualifies for capitalisation to the cost o7another 

In general, the basis of allocating cost to inventory items is the weighted average method. 


FINANCIAL INSTRUMENTS 

10.1 INITIAL RECOGNITION 

Financial instruments are initially recognised at fair value. 

10.2 SUBSEQUENT MEASUREMENT 


Drafit n Sr a | l n« S hSrt a t re cat . e9 ° rised according to their nature as either financial assets at fair value through 
profit or loss, held-to maturity, loans and receivables, or available for sale. 9 
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aramortised'^ Va ' Ue thr ° U9h pr0fit ° r loss orflnancia ' liabilities carried 
at amortised cost ( other). The subsequent measurement of financial assets and liabilities deoends on 

^ 3bSenCe ° f ^ 3PPr0Ved GRAP Standard Financial 1^2^" 

10.2.1 INVESTMENTS 

IShS? 1 ^! 8 ’ W ? Ch in . dude liStSd government bonds > unlisted municipal bonds, fixed deposits 
T deposits invested in registered commercial banks, are categorised as eitherheld- 
categorisation a re mat, or as loans and nsceisables. and are 

whinh e i J ri rir tment 5 h3Ve b6en impaired - the carrying value Is adjusted by the impairment loss 
SSJUTT- Ik anaXpense In the perfod that the impairment is identified. Impairments are 
exnp<l?5 d firt! bemS dlfferanc . e b6 tween the carrying amount and the present value of the 
HHftf« ed u k' 6 flows . flowmg from the instrument. On disposal of an investment the 
th e ^ ance between the net disposal proceeds and the carrying amount is charged or credited to 
the Statement of Financial Performance. 0 10 

10.2.2 TRADE AND OTHER RECEIVABLES 

Trade and other receivables are categorised as financial assets: loans and receivables and are 

fa ' r V3ll f a [ 1d subse <l uent| y carried at amortised cost. Amortised cost refers 

made fofd 0 uhZ n ?p am °w’ P * S m i erest ’ less repayments and impairments. An estimate is 
made for doubtful receivables based on a review of all outstanding amounts at year-end 

finanJT* ffnan< r ial dlfficu l ties of the deb tor, probability that the debtor will enter bankruptcy or 
rlnncirto "J°!S anisaton ' and default or delinquency in payments (more than 30 days overdue/are 
considered indicators that the trade receivable is impaired. Impairments are determined£J 

I'mnnthf 19 ®* pected ^ ture cash flows to their present value. Amounts that are receivable within 
1 month from the reporting date are classified as current. 

An impairment of trade receivables is accounted for by reducing the carrying amount of trade 

Sit 0 !?- thS T ° f a " a "° Wance acc0unt ’ and the “ of t^lossIsTcSgnlse^n 

the Statement of Financial Performance within operating expenses. When a trade receivable is 
unco lectible, it is written off. Subsequent recoveries of amounts previously written off are credited 
against operating expenses in the Statement of Financial Performance. * ° ° 

10.2.3 TRADE PAYABLES AND BORROWINGS 

itahStSSw* 1 * 8 con jf. ist ° f trade payables and borrowings. They are categorised as financial 
he ' d , at amortised cost, are initially recognised at fair value, less trade discounts, if 

2 £ measure<l “ amortls<!d °° 8 ' wl ” ch fe ,he “ al canyine amount 

10.2.4 CASH AND CASH EQUIVALENTS 

St f Sh ° n / iand (inc j uding pett y cash ) and cash with banks (including call deposits) 

S i y 6 s .bort-term highly liquid investments, readily convertible into known amounts 

of cash that are held with registered banking institutions with maturities of four months or less and 

stntPmp J f ‘°h 3 " ‘ nsi9n h ificant risk of cha n 9 e in value. For the purposes of the cash flow 
np/ nT hini? aSh a " d ® asb equivalents comprise cash on hand, deposits held on call with banks 

assets: bans andreceivables. municlpa,ity -* - cash sgui.a.en.s as ij 


UNAUTHORISED EXPENDITURE 

expe " ditu ; e is expenditure that has not been budgeted, expenditure that is not in terms of the 
_ ... . a .™ a ocation received from another sphere of government, municipality or organ of state and 

No P 56 d Sr 2 nnri he || 0rm th f a 9 J nt that ' S n0t permitted in terms of the Municipal Finance Management Act (Act 
SprfnrmJ 2003) ‘ Unauthorised expenditure is accounted for as an expense in the Statement of Financi^ 

PeSaiS reC ° Vered ' * iS subseguent| y accounted for as revenue in the Statement of Financial 
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IRREGULAR EXPENDITURE 


9 nmwh ®^ endl - tU ?J S f x P enditure that is contrary to the Municipal Finance Management Act (Act No 56 of 
2003), the Municipal Systems Act (Act No.32 of 2000), the Public Office Bearers Act f Act No 20 nf i Sr? nr ic 
contravention of the Municipality’s supply chain management policylm^ uSStoSJ 

expenditure. Irregular expenditure is accounted for as expenditure in the Statement of Financial Performance and 
here recovered, it is subsequently accounted for as revenue in the Statement of Financial Performance. 


FRUITLESS AND WASTEFUL EXPENDITURE 


zzssti'z 

Statement ^ ^ * iS subse ^"«V counted for as revenue in the 


PROVISIONS 

m f unicipality has a present or constructive obligation as a result of past 
7 rt s Prcbabie that an outflow of resources embodying economic benefits will be required to settle the 
ob .gat.on and a rehable estimate of the provision can be made. Provisions are renewed 

SESZT ** the CUrrent best estimate ‘ Where ‘ ba •"** is material, non-current 

mnL P n l US ' n ? 3 pre ' taX dlscolJnt rate that reflects the market's current assessment of the time value of 
money, adjusted for risks specific to the liability (for example in the case of obligations S^^iSSiSS of 

nl!Lc U th? Palit ^J d . 0 * eS , nQt reo °9 nise a contingent liability or contingent asset. A contingent liability is disclosed 

H,Jrin«H P° sslbllrt .y of an outflow of resources embodying economic benefits is remote. A contingent asset is 
disclosed where an inflow of economic benefits is probable. ® 

Future events that may affect the amount required to settle an obligation are reflected in the amount-of a oravision 
where «,ere ,s sufficient object evidence that the, rt occur. Gains from the eS*Ss£ZS a SS 

nm tek t hr °t aCC ° U !l m measunn 9 a Provision. Provisions are not recognised for future operating losses The 
present obligation under an onerous contract is recognised and measured as a provision. 


LEASES 


15.1 Finance Leases - The Municipality as Lessee 

Leases are classified as finance leases where substantially all the risks and rewards associated with 

flSSLsS r taii n S iBTOd t0 f the T'i? ipality - Pr °P ert y> P ,ant a " d equipment or intangible 
!!7 t h b 1 » fi a 'f ase agreements are initially recognised at the lower of the asset's fair value 
and the present value of the minimum lease payments. The corresponding liabilities are initiallv 

leasaandare maasurad “*» of Ihe mLum .See 
due in terms of the lease agreement, discounted for the effect of interest. In discounting the lease 
payments, the municipality uses the interest rate that exactly discounts the lease payments and 
unguaranteed residual value to the fair value of the asset plus any direct costs incurred. 

Subsequent to initial recognition, the leased assets are accounted for in accordance with the stated 
hv th^tal 9 P ° ICies a PP |lcabl ® to property, plant, equipment or intangibles. The lease liability is reduced 
ufiinll thf S !ff^.r' ientS f' Wh '» Ch a / e allocated between the lease finance cost and the capital repayment 
9 tbe effective interest rate method. Lease finance costs are expensed when incurred The 
accounting pohcies relating to derecognition of financial instruments are applied to lease payables The 
lease asset is depreciated over the shorter of the asset's useful life or the lease term. 

15.2 Operating Leases — The Municipality as Lessee 


Leases where the lessor retains substantially all the risks and rewards of ownership are classified as 
operating leases. Payments made under operating leases are charged to the statement of financS 
performance on a straight-line basis over the period of the lease. 
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16. 


15.3 Operating Leases - The Municipality as Lessor 




REVENUE 

16.1 REVENUE FROM EXCHANGE TRANSACTIONS 

pmanisi 

Revenue from the sale of electricity prepaid meter cards is recognised at the point of sale. 

Interest revenue is recognised on a time proportion basis. 

S'S SLl^r tal * an ' , equip "' sn ‘ 18 recognised on a straight-line basis over the tern, of 


'&£££*' 13 reC09nlS8d all tha dsks and rewards In those goods 

16.2 REVENUE FROM NON-EXCHANGE TRANSACTIONS 

snssrs 
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mn“ KS^'glSr dl,rt " 9 ' he y6ar ' S r0C ° 9nlzed a ' ““ ‘ ransac “ on date 85 

fpl S pmi n ^?l r ^ niZin9 l mpa !!^ ent is an event tbat takes P'ace subsequent to the initial recognition of 
arrears baSed on historfctrends* 35868868 pr ° bab " ,ty of co,lectin 9 revenue when ac «>unts fall into 

2S5E!iI 0 h PU ? C contr i bution u s and donations is recognised when all conditions associated with the 
contribution have been met or where the contribution is to finance property, plant and equipment when 

bv the ™.n£- Pr i° f Pe S: P ant a Jl d equ| P ment qualifies for recognition and first becomes available for use 

mJiS?I^ P ^ Wy i. Where PUb lC have been received but the municipality has not met the 

related conditions, the revenue is recognized as unspent grants, as current liabilities. 

Contributed property, plant and equipment is recognised when such items of property plant and 
equipment qualifies for recognition and become available for use by the municipality. 

2S2S reCOvary .° f unauthorised, irregular, fruitless and wasteful expenditure is based on 

20 9 03?lnri k r^-nnrv ’ ' ncladm 9 those set out in the Municipal Finance Management Act (Act No.56 of 
Srtain d 9 d when the recovery thereof from tbe responsible councillors or officials is virtually 

16.3 GRANTS, TRANSFERS AND DONATIONS 

and ^nations received or receivable are recognised when the resources that have 
been transferred meet the criteria for recognition as an asset. A corresponding liability is raised to thl 
extent that the grant, transfer or donation is conditional. The liability is transferred to revenue as and 

SZZZZSESZ 5£S2 are met Grante 8 "~" 8 —« 

Pr T Ct ! fr ° m f he , Department of Human Settlement, and the Municipality releases payments from 
these transfers to the Implementing Agent for construction of RDP Houses. The transfers are recognized 

t . Condltlonal grants and Receipts in the Statement of Financial Position, and the revenue is 

ari y m ariB 9niZed h in ? e of Financial Performance once payments to the Implementing Agents 

are made upon handover of the houses to the beneficiaries. 9 9 


BORROWING COSTS 

Borrowing costs that are directly attributable to the acquisition, construction or production of qualifying assets are 
capitalised to the cost of that asset unless it is inappropriate to do so. The municipality ceasL SStalSon of 

When SUbS ?T ,,y aN the aclivities to P"**™ the for its intende^sefor sale^e^omplete^ 
rVnit^S d in . ap P ropnat f to capitalise borrowing costs where the link between the funds borrowed and the 
acquired cannot be adequately established. Borrowing costs incurred other than on qualifying assets 
are recognised as an expense in surplus or deficit when incurred. ^ 9 


RETIREMENT BENEFITS 


The municipality provides retirement benefits for its employees and councillors. The contributions to fund 
Thfi 9 HpfinL f °h the P aym . ent retirement benefits are charged against revenue In the year they become payable 
e defined benefit funds, which are administered on a provincial basis, are actuarially valued trienniallv on the 
projected unit credit method basis. Deficits identified are recognised as a liability and are recovered throuohTurin 
or , ncrea “ d «*». sonblbotlon, on a ptopoittonal basis to all partdpZl^SSsstSS 
actuarial information in respect of individual participating municipalities is unavailable due to centrSed 

SZS'Sa” s 86 ^ 8 re5U ' t < ’ 8 " ned benem PI8 " S h "» **° d " ted »may wTSS 


Other post-employment benefit obligations 
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The municipality provides post-retirement healthcare benefits to its retirees. The entitlement to these benefits is 
usually conditional on the employee remaining in service up to retirement age and the completion of a minimum 
service period. This benefit has since been restricted to persons 50 years and older of age as at 1 July 2005 The 
contributions to fund obligations for the payment of retirement benefits are charged against revenue in the'year 
they become payable. The expected costs of these benefits will be accrued over the period of employment using 
an accounting methodology similar to that used for defined benefit pension plans. Actuarial gains and losses 
arising and changes in actuarial assumptions, are charged or credited to income over the expected average 
remaining working lives of the relevant employees. 


KEY SOURCES OF ESTIMATION, UNCERTAINTY AND JUDGEMENTS 

In preparing the financial statements, management is required to make estimates and assumptions that affect the 
amounts represented in the financial statements and related disclosures, Use of available information and the 
application of judgement is inherent in the formation of estimates. Actual results in the future could differ from 
these estimates which may be material to the financial statements. Significant judgements include: 

Trade Receivables 

The municipality assesses its trade receivables for impairment at the end of each financial year for non¬ 
collectability. In determining whether an impairment should be recorded in surplus or deficit. Judgements are 
made as to whether there is observable data indicating a measurable decrease in the estimated future cash flows 
from a financial asset. 

Provisions 

Provisions were raised and management used experts to determine an estimate based on information available. 
Additional disclosure of these estimates of provisions are included in note 4 on Provisions. 

Post Retirement Benefits 

The present value of the post retirement obligation depends on a number of factors that are determined on an 
actuarial basis using a number of assumptions. Any changes in these assumptions will impact on the carrvina 
amount of post retirement obligation. 

The municipality obtains an actuarial valuation of its post retirement healthcare benefit and disclosure of 
this obligation is included in note 5 on Retirement Benefit Obligations. 

Allowance for Doubtful Debts 

On debtors an impairment loss is recognised where there is objective evidence that it is impaired. The impairment 
is measured as the difference between the debtors carrying amount and the present value of estimated future 
cash flows. In making the estimation of the impairment, management of the municipality considered the detailed 
cntena of impairment of financial assets as set out in IAS 39 — Financial Instruments — Recognition and 
Measurement. 

Useful Lives of Property, Plant and Equipment 

The municipality depreciates / amortises its property, plant and equipment, investment property and intangible 
assets over the estimated useful lives of the assets, taking into account the residual values of the assets at the 
end of their useful lives, which is determined when assets are available for use. The useful lives and residual lives 
are based on industry standards. 

Impairment of Property, Plant and Equipment & Inventory 

Estimates and judgements are made relating to property, plant and equipment for impairment testing and write¬ 
down of inventories to net realisable value as described in accounting policy 9 and 15 respectively. 
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directly or indirectly,^o crnitrol°o jofnUy^orrtrol^^^ related parties if one party has the ability, 
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l. definitions 


1-1 In this Policy, unless the 
“Accounting Officer” 


context indicates otherwise, the following definitions are applied:- 

means the Municipal Manager for the Municipality as contemplated in section 
60 of the Local Government: Municipal Finance Management Act, 56 of 2003 


“CFO” 


“Delegated authority" 


means the Chief Financial Officer designated in terms of section 80(2)(a) of 
the Local Government: Municipal Finance Management Act,56 of 2003 

means the official who is given the authority for relevant functions in terms of 
the municipality’s written delegations; 


“ Inventories?’ 


are assets: 

In the fem. of material or supplies to be consumed in the production process, 

In the form of materials or supplies to be consumed or distributed in the 
rendering or services 

Held for sale or distribution in the ordinary course of operations, or 
In the process of production for sale or distribution 
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“Obsolete inventory” 


means items that have expired, are redundant or damaged; 


“Re-order level” 


“Requisition form ” 


means the level of inventory at which inventory is re-ordered; 

means a written request to the Inventory Supervisor to supply specified 
inventory; 


“Store” 


“inventory Accountant” 


means a place where inventory is stored and reserved for future use, or a 
source from which supplies may be drawn; 

means the official responsible for the requisition, receipt, issue, recording and 
safeguarding of inventory; and 


" Storeman" 


means the official responsible for the cost-effective and efficient management 
of inventory. 


2. OBJECTIVE OF THE POLICY 

2.1 The policy aims to achieve the following objectives which are to;- 

a) Provide guidelines that must be followed In the management and control of inventory, Including 
safeguarding and disposal of inventory. 

b) Procure inventory in line with the established procurement principles contained in the Municipality's 
Supply Chain Management Policy. 

c) Eliminate any potential misuse of inventory and possible theft. 

3. SCOPE 

3.1 This policy applies to EMNAMBITHI/LADYSMUH MUNICIPALITY'S inventory section of the department of 
finance. 

3.2 This policy specifically excludes: 

a) Pharmaceutical inventory, livestock and face value forms; and 

b) Equipment and other assets not defined as inventory; 
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4. LEGAL FRAMEWORK 

4.1 In terms of the MFMA, the Accounting Officer for a municipality must: 

a) Be responsible for the effective, efficient, economical and transparent use of the resources of the 
municipality as per section 62 (1)(a); 

b) Take all reasonable steps to prevent unauthorised, irregular and fruitless and wasteful 
expenditure and other losses as per section 62(1 )(d); 

c) Be responsible for the management, including the safeguarding and the 
maintenance of the assets, and for the management of the liabilities, of the 

municipality as per section 63 (1)(a) and (b). 


4.2 In terms of the following paragraph of GRAP 12: 

14 Inventories shall be recognized as an asset if, and only if, 

a) it is probable that future economic benefits or service potential associated with the item will flow to 
the entity ,and 

b) the cost of the inventories can be measured reliably 

MEASUREMENT AT RECOGNITION 

.15 Inventories that qualify for recognition as assets shall initially be measured at cost 

.16 Where inventories are acquired at no cost, or for nominal consideration, their costs shall be their fair value 

as at the date of acquisition 

MEASUREMENT AFTER RECOGNITION 

.17 Inventories shall be measured at the lower of cost and net realization value, except where paragraph .18 
applies 

.18 Inventories shall be measures at the lower of cost and current replacement cost where they are held for: 

a) distribution at no charge or for a nominal charge ,or 

b) consumption in the production process of goods to be distributed at no charge or for a nominal 
charge. 

RECOGNITION AS AN EXPENSE 

.43 When inventories are sold, exchanged or distributed the carrying amount of those inventories shall be 

recognized as an expense in the period in which the related revenue is recognized. If there is no related 

revenue, the expense is recognized when the goods are distributed, or related service is rendered. The 

amount of any write-down of inventories to net realizable value and all losses of inventories shall be 

recognized as an expense in the period the write-down or loss occurs. The amount of any reversal of any 

write -down of inventories .arising from an increase in net realizable value, shall be recognized as a 

reduction in the amount of inventories recognized as an expense in the period in which the reversal occurs. 
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.44 Some inventories may be allocated to other assets accounts, for example, inventory used as a component 
of self-constructed property, plant or equipment. Inventories allocated to other assets In this way am 
recognized as an expense during the useful life of that asset. 

5 PURPOSE OF THE INVENTORY PROCEDURES 

5.1 The procedures for inventory must be followed to ensure that: 

a) Inventory is safeguarded at all times; 

b) There are accurate records of quantities on hand at all times; 

c) Optimum inventory levels are maintained to meet the needs of users; 

d) Only authorised issues of inventory are made to users; and 

e) Items placed in store are secured and only used for the purpose for which they were purchased. 

5.1.1 Inventory Procedure : Aquisitions 

The store s manager in our case the Accountant: Inventory will complete a procurement request form (PRF). 

The section head (Assistant Manager: Assets and Inventory) and the Head of Department (CFO) will approve the 
requisition. 

PRF will be sent to Supply Chain Management. 

SCM will obtain the quotes and place the orders. 

Orders will be received by the store’s manager (Accountant: Inventory) and he/she must keep records of the original 
delivery note and forward the copy of the delivery note to the Creditors together with the CRN. 

The store s manager (Accountant Inventory) will complete the goods received note and forward it to the creditors. 

Creditors will attach the CRN to the Original order with the copy of the delivery note and capture the recieps into 
financial system. 

5.1.2 Inventory Procedure. 

Maintainance stores 

The purpose of the stock take is to ensure that reconciliations between manual system (bin Cards) and the 
financial system are fully reconciled and 

• to eliminate discrepancies in stock items, fraud and corruption. 

• The procedure for conducting the stock count 

• Quality control procedures throughout the year 

• Disclosures 

5.1.3. Distribution 

• A stores requisition will be completed for all issues from stores. 
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5.2 

5.2.1 

5.2.2 


Appointment of Responsible Officials 

The CFO must appoint, in writing, officiate to perform the duties of an inventory accountant and storeman in 
terms of this Policy. 

Adequate segregation of duties between the requisition, receipt, recording, storage and safekeeping of 

inventory and the management and control thereof must be maintained to avoid the potential occurrence of 
errors and fraud. 


5.3 Ordering of Inventory 

5.3.1 Each department must set its own Inventory reorder levels for all items in consultation with the CFO, the 
inventory levels must indicate the minimum and maximum inventory that can be maintained. 

5.3.2 Due diligence and care shall be exercised in identifying low value and high value items of inventory 

5.3.3 Minimum inventory level of high value items shall be ordered, any maximum order shall be based on 
specific requirement/need in order to avoid large amount of cash tied up on inventory. 

5.3.4 A reorder listing should be printed daily and reviewed by the Inventory Accountant 

5.3.5 The Accountant must use the listing as a primary source of information to complete the requisition form. 

5.3.6 The requisition form must be completed in duplicate, with one copy kept in the requisition book and an 
original copy forwarded to the procurement section. 

5.3.7 A copy of the purchase order form will then be forwarded by the procurement department to the inventory 
department. 

5.3.8 Orders must thereafter be filed in date sequence. 

5.3.9 This file must form the basis for follow up of orders and for matching goods that are delivered to inventory 
section. 

5.3.10 The orders file should be reviewed daily by the Inventory Accountant and any orders, which have not been 
delivered as per the agreement with the buyer, must be followed up immediately. 

5.4 Receipt of Inventory 

5.4.1 The quantity and quality of the Inventory received from suppliers must be according to specifications. 

5.4.2 The Storeman must compare the delivery note to the purchase order before accepting the goods. 

5.4.3 The invoice must match the supplier name and order number. 

5.4.4 Inventory Supervisor (as per deployment) must ensure that: 

a) All delivery notes are signed 

b) All incorrect delivery items are rejected and clearly identified on both copies of the delivery note; and 

c) The supplier signs all amendments 
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5.4.5 The inventoiy received must be transfened to the secured store by the Inventor Supervisor and the 
inventories must be stored in their respective sections as detailed in 5.5. 

5.4.6 The inventory record/register/database must be updated. 

5.5 Storage of Inventory 

5.5.1 Inventory must be stored in a secured, exclusive use area, under lock and key, furthermore the inventory 
must be insured in terms of the Risk Management Policy of the municipality. 

5.5.2 The area must be used exclusively for the storage of inventory, with limited authorized access only. 

5.5.3 Inventory must be positioned to facilitate efficient handling and checking. 

5.5.4 All items must be stored separately, with proper segregation. 

5.5.5 Inventory must be dearly labeled for easy Identification. Inventoiy tag/bin carts or inventoiy labels may be 

used to identify each item and to aid in the physical verification of the items. Details should indude the 
following: 

a) Order number; 

b) Quantity received; 

c) Date of receipt; 

d) Quantity issued; 

e) Date of issue; 

f) Maximum stock level; 

g) Re-order level; 

h) Re-order quantity; 

i) Closing stock; and 

j) Any other relevant information. 

5.5.6 Where possible, all items of the same type and reference must be stored together as per the description on 
the inventory records. 

5.5.7 Items with limited shelf life must be rotated on a first in first out basis, in accordance with paragraph .35 of 
GRAP, to reduce the occurrence of expired or obsolete stocks. 

5.5.8 Due diligence and care must be exercised to prevent damage of, or deterioration of inventoiy. 

5.5.9 Due regard must be given to any safety standards which may apply to the storage of certain inventories. 

5.5.10 Steps must be taken to ensure safe custody of Items, Including precautions against loss or theft. 

5.5.11 The Storeman or Delegated Official responsible for the custody and care of inventory must ensure that in 
his/her absence, such items, where applicable, are securely stored. 

5.5.12 The responsibility for the custody of the storeroom keys must be allocated by the delegated authority to an 
official who is accountable for its use. 

5.5.13 No unauthorised persons/oflicials shall obtain entry to premises, buildings or containers where inventory Is 
kept, unless accompanied by the responsible official. 
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5.5.14 Whenever a change in Inventory Accountant or Storeman occurs, an inventory count must be conducted. 

5.5.15 An independent official shall be nominated in writing by the delegated authority to assist the official handing 
and taking over with the checking of the inventory and any discrepancies. 

5.5.16 Should the above not be complied with, the official taking over shall be liable for any discrepancies. 

5.5.17 A handing-over certificate, must be completed by the handing and taking over officials and a copy retained 
for record purposes. 

5.5.18 The following fire protection precautions must be adhered to: 

a) Inventories of an inflammable or dangerous nature shall be stored and handled in such a manner 

that persons or property are not endangered and in compliance with the requirements of any local 
authority: 

b) The area must be clearly signposted; and 

c) Fire extinguishing equipment must be placed in the area where inventories are held and must be 
serviced regularly. 

5.6 Issue of Inventory 

5.6.1 Only the Storeman is authorised to issue inventory from the storeroom. 

5.6.2 Inventory must only be issued in terms of the approved requisition form of the Municipality. 

5.6.3 All requisition forms must be ruled off immediately below the last item to prevent items being added once 
the requisition is authorised by the responsibility manager. 

5.6.4 The Storeman must verify that items ordered match items reflected on the requisition form. 

5.6.5 The official receiving the inventory must acknowledge in writing, the receipt of inventory. 

5.6.6 Inventories must be issued and used for official purposes only. 

5.7 Obsolete inventory 

5.7.1 The preparatory work for the disposal of obsolete inventory must be undertaken by the Storeman and 
endorsed by the Inventory Accountant. 

5.7.2 The Accounting Officer or delegated authority must convene a Disposal Committee for the disposal of 
obsolete inventory. 

5.7.3 The Disposal Committee should consist of at least four officials, one of whom must act as the chairperson. 

5.7.4 The delegated authority may approve the write-off of inventory, if satisfied that: - 

a) The inventory has expired and is redundant; 

b) The inventory is of a specialised nature and has become outdated due to the introduction of 
upgraded and more effective products; 

c) The inventory cannot be used for the purpose for which it was originally intended; or 

d) The inventory has been damaged and is rendered useless. 
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5.7.5 All disposed of Items must be updated in the Inventory records/register/database for the puiposes of proper 
management and control. 

5.8 Inventory count 

5.8.1 Items may be subject to an inventory count on a monthly basis. 

5.8.2 Where the quantity of inventory is too large for the count to be completed on a single occasion, inventory 
counts may be carried out on a rotational basis with a full inventory count at the end of each financial year. 

5.8.3 All approved Municipal procedures and processes must be complied with during the inventory count. 

5.8.4 The Inventory Accountant must document and report to the CFO after investigating any discrepancies 

between the inventory records/register/database, bin/tag cards or inventory labels and the physical 
inventory. 


5.8.5 The CFO must submit a report with the findings to the Assistant Manager Finance: Assets, in order to have 

the matter reported to the Executive Committee of the Municipality for the write-off of any inventories losses, 
or the write —up of surpluses. 

5.8.6 The appropriate disciplinary action must be instituted when applicable. 

5.8.7 The inventory record/register/database must be updated accordingly. 

6 INVENTORY RECORDS 

6.1. An inventory record/register/database must be maintained for all inventory items, either manually and / or 
electronically. 

6.2 All relevant information must be included for the proper management and control of all inventory items. It is 
recommended that details include but are not limited to: 

a) Order number/date; 

b) Item description; 

c) Quantity and value of stock on hand; 

d) Quantity and value of stock received; 

e) Quantity and value of stock issued; 

f) Re-order level; 

g) Optimum inventory level; 

h) Quantity and value of obsolete stock; and 

i) Opening/closing balance. 

5.3 An inventory register/database must be printed monthly and the hard copy filed in a chronological order to 
maintain a proper audit trail. 


Page 9 of 11 



ALFRED DUMA LOCAL MUNICIPALITY INVENTORY POLICY 


REPORTING 

A report must be submitted at least quarterly to the Chief Financial Officer and/or the Responsibility Manager 
detailing the following: 

a) Any inventory shortages or surpluses and the reasons for such; 

b) Any inventory deficits proposed to be written-off; and 

c) Any obsolete inventory items. 

Inventories purchased during the financial year must be disclosed at cost in the disclosure notes of the 
Annual Financial Statements of the Municipality. 

In terms of GRAP the financial statements shall disclose: 

a) the accounting policies adopted in measuring inventories, including the cost formula used, 

b) the total carrying amount of inventories and the carrying amount in classifications appropriate to the 
entity, 

c) the carrying amount of inventories carried at fair value less costs to sell, 

d) the amount of inventories recognized as an expense during the period, 

e) the amount of any write-down of inventories recognized as an expense in the period in accordance 

with paragraph .43, 

f) the amount of any reversal of any write-down that is recognized as a reduction in the amount of 
inventories recognized as an expense in the period in accordance with paragraph .43, 

g) the circumstances or events that led to the reversal of a write-down of inventories in accordance with 
paragraph .43,and 

h) the carrying amount of inventories pledged as security for liabilities. 

POLICY ADOPTION 

This policy has been considered and approved by the Council of Ladysmith/Emnambithi Municipality on 
this day.of.2013 


HANDING-OVER CERTIFICATE 






I certify tta. Ms is a true statement of inventory as per stock report attached hereto and that inventory has been 
duly accounted for. 


Signature of official handing over inventory: 

Designation 

Date 


I certify that this is a true statement of inventory as per stock report attached hereto and that 1 inventoiy has 
been duly accounted for 


Signature of official taking over inventory: 

Designation 

Date 
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DEFINITIONS 


"Accounting Officer 

“Allocation" means- 

^ utebte sbare Verted to in 

cSnZ«o”“° n ° f ^ to 8 munidpa "' tyin ,ems o' motion 214(1) (c) of toe 

gSpSESSsS^. 

which must te 

(a) approved by a municipal council, or 

ST' bUd9e ' “ reviSed by an ■*■»»■* budget in tenns of 

toe“ann J^T * te<# > ** V meansa i^yof a municipality affecting or affected by 
budget of the municipality, including- 

MinW^ISystems'A^"* ““ municipality musl ad °0< in terms of section 74 of toe 
^X te ™^Ce^r^' i,y mUSt ad ° Pt in legation 

terns of sectiOT n Moftoe d MunWpai^ystemsAcf' Ch ^ munidpality must ad °P* in 

Si2™ 

the r means a P erson designated in terms of section 80(2) (a) of 

MFMA; 

::rr in .? r ” means a member <* a municipal council; 

whom money is owed by the municipality; 

ended; V th financial year - whlch has already commenced, but not yet 

ass/sUn*' 011 ’ re,atl0n to a duty ’ Includes an instruction or request to perform or to 
performing the duty; 

MFMA C,al reCOVery plan " means 3 plan prepared in terms of section 141 of the 

financial statements", means statements 
consisting of at least- 
fa) a statement of financial position; 



(b) a statement of financial performance; 

(c) a cash-flow statement; 

(d) any other statements that may be prescribed- and 

(e) any notes to these statements; 

30j a uneeaS a ) lLl ,eanS 3 twelve - month P*** commencing on 1 July and ending on 

purchase® a9reement " indudas a "* loan agreement, lease, and instalment 

contract or hire purchase arrangement under which a municipality undertakes to 
repay a long-term debt over a period of time; 

"™ tl6S ® a h nd was,eful •xPonditure- means expenditure that was made In vain 
and would have been avoided had reasonable care been exercised; 
irregular expenditure", means- 

thln?n e r t d i itUre in ^ Urred by a munici P a,i ty or municipal entity in contravention of or 
that is not in accordance with, a requirement of the MFMA Act and whirh nn * 
been condoned in terms of section 170 of the MFMA- haS n0t 

(b) expenditure incurred by a municipality or municipal entity in contravention of nr 
that is not in accordance with, a requirement of the Municipal ^ ° f 

which has not been condoned in terms of that Act V ACt ’ and 

irl3 endltUr ^ nCUrred by a munici P a,it y contravention of, or that is not in 
?998)^r ' 3 requirement of »>e Public Office-Bearers Act, 1998 (Act No. 20 of 

(d) expenditure incurred by a municipality or municipal entity in contravention of nr 

ln rdation <o funds of a municipality, means- 
ihf th 8 plac,n9 . 0n d !P° slt of fu nds of a municipality with a financial institution- or 

with th^primary^im p^el^^ffios^funds®'^^^ n<>t immed ' ate, y required, 

munfdIJai ™ anS 8 pereon/finandal insWu “ 0 " «ho provides debt finance to a 

S^temsAcb Untty " m88nin9 aSSi9ned *° " in ^“o" 1 of the Municipal 
TMunWpei Structures Act" means the Local Government: Municipal Strootures 
(Act No. 117 of 1998); 

2000 n,CiPal Systems Act " means the Local Government: Municipal Systems Act, 

(Act No. 32 of 2000); 

debr ^ leans debt repayable over a period exceeding one year 
munkx'palityffi%ms oTsecticm W o^e Mjnii^fstm^resAct ma y°r of the 



?SS=sSsSSa^- , s=^ 

sztssr to ii in sec,ion 1 - *• “•**- 

"municipality"- 

£-£ 2 aS! or" 163 " 8 * m deSCribed in 

as 3 9 eo 9 ra P hic area, means a municipal area determined in 
1998); the Lt>Ca Govemment; Municipal Demarcation Act, 1998 (Act No. 27 of 

Sy^msAtf 8 (r^rto th?l^/Wor def^n^iOTy 116 ^ t0 ' n section 1 of the Municipal 

SSS ” r ° Perty rateS ° r 0,her texes ' tevtes * *— tha, a 

Pubnc^Fklan^Management ^. National Treasur y established by section 5 of the 
"official", means- 

(a) an employee of a municipality or municipal entity 

r^rrr^oTrnSS ^ aa a 

thi stefl^??h C ° ntra ■ r* y 3 munici 'P a,it y or municipal entity to work as a member of 

° r munidpal mmy 0them>Se than as an e “pCe; 

0."^ i™*- vo^ncon 

( past financial year" means the financial year preceding the current vear 

(a) T7uT y to x S foll0WinS Peri ° dS in a flnandal 

(b) 1 October to 31 December; 

(c) 1 January to 31 March; or 

(d) 1 April to 30 June; 

(a) projections for each month of- 

(i) revenue to be collected, by source; and 

(n) operational and capital expenditure, by vote/function- 

(b) service delivery targets and performance indicators for each quarter; and 



" munldpa ' e "‘ ifes - 

«S~S1^lSKllS^^ munnwy 

budge^ BPendif19 ° f ^ *“ — appropriated ^inlhe munldp^Hty’s^pproved S 
bud°g™; repend ' n9 ° f tHe ,0,al amount a PP ro P ria ted for a vote/function in the approved 
SSCtaSj 8 V ° ,e/fanCfcn u " related '» ■- department orfoncdona. area 
specifi^purposeT m ° ney appTOpnated for a s P a cifio purpose, otherwise than for that 

■l^^fTa^n^'° Para9,aPh <b) ’ <C) ° r <d) ° f ■» definition of 

"virement"^ 1116 TT'^ foe " 

"voteT'^nctio^ mins- fcnc """' TOtes 

aPPr ° Pria,ed f ° r Ule PUrposes <* «*» 



1. INTRODUCTION 

The Budget process of the Municipality is regulated by Chapter 4 of the MuniciDal 
Finance Management Act, No. 56 of 2003 (MFMA). Municipal 

In terms of the Municipal Finance Management Act, No. 56 of 2003 Chapter 4 on 
Munrapa 1 Budgets, Subsection (16), states that the council of a for 

that fin C 'i a year A a PP rove an anr| ual budget for the municipality before the start of 

S ™tSn a /i fZ™" 9,0 s “" (2) of the Aot " X* 

With subsection (1) the mayor of the municipality must table the annual budaet at a 
council meeting at least 90 days before the start of the budget year 9 

This policy must be read, analysed, explained, interpreted, implemented and 
understood against this legislative background. The budget plays a critical rote in an 
attempt to realise diverse community needs. Central to this the SaSn of a 
mun'cpaiity budgot must take into account the government ' macro-gnomic and 
fiscal policy fundamentals. In brief, the conceptualisation and the operati^alis^ ton of 
the budget must be located within the national government’s policy framework. 


2. OBJECTIVE 

The objective of the budget policy is to set out: 

> The principles which the municipality will follow in preparing each medium term 

revenue and expenditure framework budget, 9 n medium term 

> The responsibilities of Council, the mayor, the accounting officer, the chief financial 
officer and other senior managers in compiling the budget 

budg S ^pro«t^ s rnaintain procedures 10 erKure adherence to the IDP review and 

3. BUDGETING PRINCIPLES 

(a) The municipality shall not budget for a deficit except to the extent that the deficit 
arises as a result of depreciation that the municipality cannot afford to fully fund. 

^ii^t 6 *T niCi Pf ty Sh0uld also ensure that revenue projections in the budaet are 
realistic taking into account actual collection levels in conjunction with historic trends. 

(c) Expenses may only be incurred in terms of the approved annual budaet for 

ass ssssaas ~ 

(d) The Municipality shall prepare a three-year budget (medium term revenue and 

cZSl eW ° rk <MTREF) WhiCh wl " be reviewed annually and appreved by 

Infegrrne^Development Saa " a " ‘ i " 1eS b8 ^ ‘ he framewori< of «• 



4. BUDGET PREPARATION PROCESS 


4.1, Formulation of the budget 

enLeTfo^teXta^^e^ *" a " d " S 


oHh“at wllUsme^S^^^n" 16 P :°° eSSeS rela " ve to * hs ™iew 

SSS^kbSSSSSS 

w3r*","E s7R“ E y'£3r3"^“"”“™”"“ , “ 

pressures facing the municipality 9 109 m ° account the financ ' a l and political 

dayltf^ 3, March ,90 

budget related policies fooliciPs nn tJritr IS? th '"J. th draft res °lutions and 
indlgente, “* «—»■ 

technical preparation^^ undertake the 


(h) The budget must reflect the realistically expected 
budget year concerned. 


revenues by major source for the 


SSSSSsSs 

4.2. Public participation process 



4.3. Approval of the budget 

(e) Per legislation, Council shall consider the next medium term expenditure 

aPProVa '” 0t ' ater * han31 May(atleast30daysbeforethes,art 

&T: bUd9et m rf t be , approved befbre *» Start of the finandal year. 

(c) Should the municipality fail to approve the budget before the start of the budget 

approved. maVOr m MEC for Rnance that #» budget has not bin 

resolutions- 9 * 4 tab ' ed 31 C0Un0,l fof aPPr0Va ' Sha " indud8 ’ inter alia ,he followin 9 draft 

^“Sn^Cin^r and ProP8rty rateS '— a "« 

obJectives ,or aadb ^ 

iii draft resolutions approving any proposed amendments to the IDP- 

pol^ reso,utlons approving any proposed amendments to the budget-related 

draft resolutions approving the oontents of the annual budget and supportina 
documents in terms of Section 17 of the MFMA supporting 


4.4. Publication and submission of the budget 
4.4.1 Draft Annual Budget 

(a) Immediately after the draft annual budget is tabled the Accounting Officer (AO) 
mus ma e pu lie the draft annual budget and its supporting documents and invite the 
local community to submit representations in respect of the draft annual budget. 

(b i Tf If r ! f °? t *® Mana 9 er B ^get on behalf of the AO must place the budoet and 
° ® r ud 9 et re ate d documentation onto the municipal website so that it is accessible 
to the pub c as well as submit both the printed and electronic formats to theTatronll 

by the U B / udget ° VinC ' al TreaSUry and any other Prescribed Organs of State affected 

^ ad ^ dudget to 9 ether with other budget related documentation including the 
Council Resolution approving the draft budget must be placed on the municipal 
website and submitted in electronic formation to Provincial and National Treasury on 
the next working day after the budget was tabled in Council. The hard copies must be 

Sle MFMA R ^ Pf ? vincial Treasury within the timeframes as stipulated in 

the MFMA Budget Circular released by National Treasury for that particular year. 

4.4.2 Appr oved Annual Budget 

(a) Within ten working days after the municipal council has approved the annual 
get of a municipality, the municipal manager must in accordance with section 21A 



of the Municipal Systems Act make public the approved annual budget and supporting 

documentation and the resolutions referred to in section 24 (2) (c) of the Municipal 
Finance Management Act No 56 of 2003; municipal 

(b) Within ten working days after the municipal Council has approved the annual 
budget, the municipal manager must submit to the National Treasury and the relevant 
provincial treasury, in both printed and electronic form_ 

,en wortdn9 days after the munia ' M " 

pian wi,hin ten workin9 

> any other information as may be required by the National Treasury. 

f f De,iver y and Budget Implementation Plan (SDBIP) 

SSr&T* ap r^ the Service Delivery and Bud 9 et Implementation Plan 
not later than 28 days after the approval of the Budget by Council. 

(b) The SDBIP shall include the following components: 
i. Monthly projections of revenue to be collected for each source 

n?SI y H Pr n jeCt !° t nS ° f ® xpen . diture (operating and capital) and revenue for each vote 
vote 3rteriy pr0jectl0ns of service delivery targets and performance indicators for each 

iv. Ward information for expenditure and service delivery 

v. Detailed capital works plan broken down by ward over three years 

5. CAPITAL BUDGET 

iifrastmcture 31 bUd96t Sha " dlStin9uish between rehabilitated, replacements and new 

2^inI l h Uni< k ,ality may S P end mone y on a ^P' 131 project only if the money for the 
project has been appropriated in the capital budget. 

(c) The envisaged sources of funding for the capital budget must be DroDerlv 
considered and the Council must be satisfied that thisEnding isavailabeandhasrS 
been committed for other purposes. 


(d) Before approving a capital project, the Council must consider: 

becomes J operaUona° f ““ Pr ° jeCt 8 " the ® nSUln9 financial yeare until * he P ro M<* 
ii. future operational costs and any revenues, which may arise in respect of such 

SSSJE talSfe) l,kely future impact on operatin9 budget (ie - on p ' opert y rate ® 

iN. the impact on the present and future operating budgets of the municipality in relation 
to finance charges to be incurred on external loans, 

iv. Impact on depreciation of fixed assets, 

v. Impact maintenance of fixed assets, and 

budget ° ther 0perational ex P enses associated with any item on such capital 




(e) Council shall approve the annual or adjustment capital budget only if it has been 
properly balanced and fully funded. 

(f) The capital expenditure shall be funded from the following sources: 

Revenue or Surplus 


(a) 


If any project is to be financed from revenue this financing must be included 
cash budget to raise sufficient cash for the expenditure. 


in the 


(b) If the project is to be financed from surplus there must be sufficient cash 
at the time of execution of the project. 


available 


External loans 

(a) External loans can be raised only if it is linked to the financing of an asset 


(b) A capital project to be financed from an external loan can only be included in the 
secured ^ ^ ^ S6CUred or A can be reasonably assumed as being 


(c)The loan redemption period should in the main 
expectancy of the asset 


not exceed the estimated life 


(d) Interest payable on external loans shall be included as a cost in the revenue budget 

(e) Finance charges relating to such loans shall be charged to or apportioned only 
between the departments or votes/function to which the projects relate. 


™ Ji* 6 P rovis ' ons °f Section 46 of the Municipal Finance Management Act No 
2003 must also be complied with. 
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Grant Funding 

(a) Non capital expenditure funded from grants must be budgeted for as part of the 

revenue budget; r 

(b) Interest earned on investments of Conditional Grant Funding shall be capitalised 
" th ®. conditions state that interest should accumulate in the fund. If there is no 
condition stated, the interest can then be allocated directly to the revenue 


6. OPERATING BUDGET 

(a) When considering the draft annual budget, council shall consider the impact 
which the proposed increases in rates and service tariffs will have on the monthly 
municipal accounts of households. y 


(b) The impact of such increases shall be assessed on the basis of a fair sample of 
randomly selected accounts. 



(c) The operating budget shall reflect the 
depreciation charges 
repairs and maintenance expenses 
interest payable on external borrowings 
other operating expenses. 


impact of the capital component on: 


/ 7 \ F -^ NI ? ,NG 0F CAP,TAI - and operating budget 

(3) The budget may be financed only from; 

!i ®, XP f eC !f d revenues > based on current and previous collection levels- 

reqred^or o^he!^purposes; 3 and ^ Wl ° US SUrP ' US6S such funds are not 
in. borrowed funds in respect of the capital budget only. 

8. UNSPENT FUNDS / ROLLOVER OF BUDGET 

(b) S bX d ^d a XT tha,) or loan 

<C) “oT^ 6 9ra "‘ fUnd Sha " be “*> into h applying for such 

( d) Application for rollover of funds shall be submitted to National Treasurv bv 
30 August and if approved it will be included in the adjustments budget. ^ V 

(f) No unspent operating budget shall be rolled over to the next budget year 


9. VIREMENTS BUDGET/ BUDGET TRANSFERS 


10. ADJUSTMENT BUDGET 

recommendations regarding the revision of foe IDp'^DBIp' and theb H ha f T* 1 " 
policies that may ari^ out of these a|us,mLms to foe bu^ei ° 

rr^nbed'bylegiS 'in tZsofSn28offoe MPM/Cand r^ufotlon^ofThe 

umcipal Budget and Reporting regulations, which provides inter alfo for the following: 



Mid-yearBudget' and ?Si 2 ance *“ Coundl at a "y lime after the 

n f .Lr,ha„ 9 |8t b ^rrc U ^rZ *“ bee " in *“ ** 

Councilduringa financialyea^excepT^ 1 *° ab0V8 may be tabled in the Munici P al 

yZKSSS nr±K5KL to 3 h a -- - P^nota, 

to authorise unforeseen and unavoidable expenditure 
• to authorise roll-overs from the previous financial year 

(c) An adjustments budget must contain all of the foilowinq* 

— budge* 

annual budgets™ ° f ^ ,mpact of any mcrea sed spending on the current and future 
be used to balanoe'^adj’S'^'budgeL flnanClal years ' iffully backed, may 

( ) required^nlean^of a t fir^nda| i reM^y , pte^ 5e ^ bUrin P a ^ nancia * yea r except if 
(0 Unauthorised expenses may be authorised in an adjustments budget. 

circumstances; P an emer 9 enc y or other exceptional 

ii. Any such expenditure-: 

> “ex“l5 mr n any frameWOrt< * ay ba P—"* 


11. BUDGET IMPLEMENTATION 


11.1 Monitoring 

(a) The accounting officer with the assistance of the chief financial officer an n 

- funds are spent in accordance with the budget* 

f~w.f n nSeS ar ^ reduced lf ex Pected revenues are less than projected* and 
-revenues and expenses are property monitored. P d 

an ad^stiSntebud^whTn\!lchbSS^nI^r hieffi H ana i! 1 Offioer must prepare 
consideration and tabling to Council neCB8aa,y and subn,it « to ,ha Mayor for 



in th ^annual re venue^u dge^ an * im » endi "9 shortfalls 

«he steps taken to prevent or 4ctifytase prebC 9 ° Verependin 9’ ,0 9 ether "*h 

11.2 Reporting 

11.2.1 Monthly budget statements 

later^han^ ° f tbe ° hief financial officer must, not 

and Provincial and National 1^0,1?? fach ^f ,endar month, submit to the Mayor 
the municip^ty^sbu^geUor JuchcatendTnnonth*^^^ 0 ^* 36 ^ f™* on the of 
cumulatively for the financial year to date ’ W ® 3S ° n th ® Stat ® ° f the budget 


This report must reflect the following: 

Oactualrevenues per source, compared with budgeted revenues- 
ii) actual expenses per vote, compared with budgeted expenses- ’ 

budget- 3 ! ^ 

a s^ indicated TteveTi^th^X^^revenwsTv^o aCtUal l ? venues and ®<Penses 

expenses by ™ ,e - 

format and i^asi^ed^rinted forma f ts° V,nC,al Treasunes must be both <n electronic 

11.2.2 Quarterly Reports 

SHF K^a e , 

11.2 3 Mid-year budget and performance assessment 

for the firsSX budgetary performance of the municipality 

££Hs£@S£3SS3 


(ExS) b^H^ such assessm ent to the Mayor 

Treasury by 31 January eachyear ’ Prov ' nc ' a, Trea sury and National 



for revising the projections of revenues and 
and budget implementation plan. 


expenses set out in the service delivery 


12. PUBLICATION OF DOCUMENTS 

the integrated development plan 
the annual report; 

■ all performance agreements; 

• all service delivery agreements; 

• all long-term borrowing contracts - 

,he imptementa,k>n ° f ^ 
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Asset Management Policy 


Key definitions 

"Accounting Officer"- 
Means the Municipal Manager; 

“Asset” 

Resources controlled by an entity as a result of past events and from which future 
economic benefits or service potential are expected to flow to the entity. 

“Basic Municipal Service" 

Means a municipal service that is necessary to ensure an acceptable and 
reasonable quality of life and which, if not provided, would endanger public health 
or safety or the environment; 

“Carrying Amount” 

The amount at which an asset is recognised after deducting any accumulated 
depreciation and accumulated impairment losses. 

“Chief Financial Officer” 

Means a person designated in terms of section 80(2) (a) of the MFMA; 

“Cost” 

The amount of cash or cash equivalents paid or the fair value of the other 
consideration given to acquire an asset at the time of its acquisition or 
construction or, where applicable, the amount attributed to that asset when 
initially recognised in accordance with the specific requirements of other 
Standards of GRAP 

“Councillor” 

Means a member of a municipal council; 
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"Current year" 

Means the financial year, which has already commenced, but not yet ended; 

“Depreciable amount” 

The cost of an asset, or other amount substituted for cost, less its residual value. 
Depreciation” 

The systematic allocation of the depreciable amount of an asset over its useful 
life. 


“Fair value” 

The amount for which an asset could be exchanged or a liability settled, between 
knowledgeable, willing parties in an ami’s length transaction. 

"Financial year" 

Means a twelve months period commencing on 1 July and ending on 30 June 
each year 


"Financing agreement" 

Includes any loan agreement, lease, and instalment purchase contract or hire 
purchase arrangement under which a municipality undertakes to repay a long- 
term debt over a period of time; 

“GAMAP / GRAP 17” 

The accounting standards applicable to municipalities 
GAMAP - Generally Accepted Municipal Accounting Practice 
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GRAP - Generally Recognised Accounting Practice 
“Heritage assets” 

Some assets are described as “heritage assets” because of their cultural, 
environmental or historical significance. Examples of heritage assets include 
historical buildings and monuments, archaeological sites, conservation areas and 
nature reserves, and works of art. 

“Impairment loss” 

• Of a cash-generating asset is the amount by which the carrying amount of an 
asset exceeds its recoverable amount. 

- Of a non-cash-generating asset is the amount by which the carrying amount 
of an asset exceeds its recoverable service amount. 

“Infrastructure assets” 

These assets usually display some or all of the following characteristics: 

(a) They are part of a system or network, 

(b) They are specialised in nature and do not have alternative uses, 

(c) They are immovable, and 

(d) They may be subject to constraints on disposal. 

Examples of infrastructure assets include road networks, sewer systems, water 
and power supply systems and communication networks. 

“Inventory” 

Are assets: 

(a) In the form of materials or supplies to be consumed in the production 
process, 
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(b) In the form of materials or supplies to be consumed or distributed in the 
rendering of services, 

(c) Held for sale or distribution in the ordinary course of operations, or 

(d) In the process of production for sale or distribution 

"Investment" 

In relation to funds of a municipality, means- 

fa) The placing on deposit of funds of a municipality with a financial institution; 
or 

(b) The acquisition of assets with funds of a municipality not immediately 
required, with the primary aim of preserving those funds; 


"Investment properties” 

Property (land or a building or part of a building - or both) held (by the owner or 
by the lessee under a finance lease) to earn rentals or for capital appreciation or 
both. 

"Local community" 

Has the meaning assigned to it in section 1 of the Municipal Systems Act; 
"Municipal Structures Act" 

Means the Local Government: Municipal Structures Act, 1998 (Act No. 117 of 
1998); 

"Municipal Systems Act" 

Means the Local Government: Municipal Systems Act, 2000 (Act No. 32 of 2000); 

"Long-term debt" 
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Means debt repayable over a period exceeding one year; 

"Municipal council" or "Council" 

Means the council of a municipality referred to in section 18 of the Municipal 
Structures Act; (refer to the MSA for definition); 

"Municipality"- 

(a) when referred to as a corporate body, means a municipality as described in 
section 2 of the Municipal Systems Act; or 

(b) When referred to as a geographic area, means a municipal area determined 
terms of the Local Government: Municipal Demarcation Act, 1998 (Act 
No. 27 of 1998); 

“MFMA” 

The Local Government: Municipal Finance Management Act (No. 56 of 2003) 

"Municipal Manager" “MM” 

Means a person appointed in terms of section 82(1) (a) or (b) of the Municipal 
Structures Act; 

"Municipal service" 

Has the meaning assigned to it in section 1 of the Municipal Systems Act (refer 
to the MSA for definition); 

"National Treasury" “NT” 

Means the National Treasury established by section 5 of the Public Finance 
Management Act; 

"Official" 

Means- 
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(a) An employee of a municipality or municipal entity; 

(b) A person seconded to a municipality or municipal entity to work as a 
member of the staff of the municipality or municipal entity; or 

(c) A person contracted by a municipality or municipal entity to work as a 
member of the staff of the municipality or municipal entity otherwise than 
as an employee 


“Property Plant and Equipment” 

Are tangible assets that: 

(a) Are held for use in the production or supply of goods or services, for rental 
to others, or for administrative purposes, and 

(b) Are expected to be used during more than one reporting period. 

“PT”, “Provincial Treasury” 

Means the Provincial Treasury branch established by section 5 of the Public 
Finance Management Act; 

"Quarter" 

Means any of the following periods in a financial year: 

(a) 1 July to 30 September; 

(b) 1 October to 31 December; 

(c) 1 January to 31 March; or 

(d) 1 April to 30 June; 

“Recoverable amount” 

The higher of a cash-generating asset’s net selling price and its value in use. 
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“Residual value” 

The estimated amount that an entity would currently obtain from disposal of the 
asset, after deducting the estimated costs of disposal, if the asset were already 
of the age and in the condition expected at the end of its useful life. 

“Useful life” 

(a) The period over which an asset is expected to be available for use by an 
entity, 

or 

(b) The number of production or similar units expected to be obtained from the 
asset by an entity. 


"Vote" 

Means- 

(a) One of the main segments into which a budget of a municipality is divided 
for the appropriation of money for the different departments or functional 
areas of the municipality; and 

(b) Which specifies the total amount that is appropriated for the purposes of 
the department or functional area concerned. 
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Statutory and regulatory framework 
This policy must comply with all relevant legislative requirements including: 

• The Constitution of the Republic of South Africa, 1996 

• The Municipal Structures Act, 1998 

• The Municipal Systems Act, 2000 as amended 

• The Division of Revenue Act (enacted annual) 

• The Municipal Finance Management Act, 2003 

• The Local Government: Municipal Finance Management Act, 2003 - 
Municipal Asset Transfer Regulations (Gazette no. 31346). 

This policy must oomply with the standards specified by the Accounting 
Standards Board. The current relevant recognized accounting standards 
include: 

• GRAP 17 Property Plant and Equipment 

• GRAP 12 Inventories 

• GRAP 103 Heritage Assets 

• GRAP 16 Investment Properties 

• GRAP 31 Intangible Assets 

This policy will be updated annually or whenever legislative or accounting 
standard amendments significantly change the requirements pertaining to 
asset management in general and the administration of property, plant and 
equipment. 

This policy should be read in conjunction with all applicable kzn 232 policies 
including the Supply Chain Management Policy. 
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Asset Management Policy Summary 


Objectives 


The objectives of this policy are to 

ensure that assets are managed and 

accounted for by: 

• Accurate recording of fixed assets 
and related transactions 

• Compliance with municipal 
legislation and accounting 
standards 

• Compliance with accounting 
policies and standards 

• Providing management information 
on fixed assets 

• To ensure Asset Controllers are 
aware of their responsibilities in 
regards to assets. 

• To set out the standards of physical 
management, recording and 
internal controls to ensure 
property, plant and equipment are 
safeguarded against inappropriate 
loss or utilisation. 

• To specify the process required 
before expenditure on assets. 


Key principles to be achieved 


«> Safekeeping of assets 

41 Accurate, complete recording of 
all the municipality’s fixed assets 

" Each departmental manager is 
responsible for the fixed assets in 
their department 

* Asset register must balance to the 
financial statements 

* Fixed assets must be properly 
maintained and insured 

* The fixed assets register and 
annual financial statements must 
comply with the applicable 
accounting standards and 
legislation applicable at the time 
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° To prescribe the accounting 
treatment for assets including: 


- The criteria to be met before 
expenditure can be capitalised as 
an asset, 


- The criteria for determining the 
initial cost of the different assets 


■ The method of calculating 
depreciation for different assets, 


| - The criteria for capitalising 
subsequent expenditure on 
assets, 


- The policy for scrapping and 
disposal of assets, 


- The classification of assets. 



Key performance areas {strategic intent} 

No. 

* Classification of fixed assets 


« Accounting for Property, Plant and Equipment 


» Safekeeping and identification of fixed assets 


• Format of fixed assets register 


• Acquisition and replacement 



22 March 2018 
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4 

Capitalisation criteria 

“ 

* 

Management and operation of assets 


• 

General planned & deferred Maintenance 


• 

Depreciation of fixed assets 


• 

Amendment of asset lives and impairment 


• 

Funding sources and reserves 


• 

Re-valuation of fixed assets 


• 

Insurance, loss, damage, theft 


* 

Disposal and retirement from use 


• 

Dislosure 



22 March 2018 
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4 Classification of fixed assets 

4.1 Objectives 

To ensure that fixed assets meeting certain criteria and characteristics are grouped 
and classified together according to regulated guidelines and standards. 

4.2 Property, plant and equipment 

The Chief Financial Officer shall insure that all fixed assets are classified as follows in 
the Annual Financial Statements and fixed assets register: 

• Land and buildings 

• Infrastructure assets 

• Community assets 

• Heritage assets 

• Investment property 

• Intangible Assets 

• Leased Assets 

• Housing Development Fund 

• Other assets 

4.3 Land and buildings 

This includes property held/used for: 

• The use in the production or sale of goods and services and administrative 
purposes 

• Sale in the ordinary course of business 

• Held for future own use or development 

• Occupied by the municipality or employees 
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• Social services that generate cash flows where the revenue is incidental to the 
actual purpose 

Infrastructure Assets 

In terms of GRAP 17.15 these assets usually display some or all of the following 
characteristics: 

• They are part of a system or network, 

• They are specialised in nature and do not have alternative uses, 

- They are immovable, and 

• They may be subject to constraints on disposal. 

Examples of infrastructure assets include road networks, sewer systems, water and 
power supply systems and communication networks. 

Community Assets 

These assets are used by members of the community and include items such as: 

• Community halls or centres 

• Parks and Gardens 

• Stadiums and sports grounds 
Heritage assets 

Fixed assets register 

If no original costs or fair values are available in the case of heritage assets, the Asset 
Manager should record such asset or assets in the fixed asset register at a value as 

determined in terms of the guidance and accounting standards for heritage assets 
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4.6.2 Annual financial statements 

For purposes of compiling the statement of financial position, the existence of such 
heritage assets shall be disclosed by means of an appropriate note in the Annual 
Financial Statements. 

4-7 Investment property 

Investment property is property (land or a building - or part of a building - or both) 
held (by the owner or by the lessee under a finance lease) to earn rentals or for capital 
appreciation or both, rather than for: 

(a) use in the production or supply of goods or services or for administrative purposes; 
or 

(b) sale in the ordinary course of operations. These are investment assets held as 
resources for capital or operational gain 

4.7.1 Accounting and recording 

• Investment Property assets will be accounted for in terms of GRAP 16 and initially 
recorded at cost including transaction cost. Following initial recognition the 
investment property will be recognized at fair value reflecting the market conditions 
at the reporting date. An expert valuer may be engaged by the municipality to 
undertake such valuations. 

• Transfer to and from investment property will be in accordance with GRAP 12 
Inventories or GRAP 17 Property Plant and Equipment whichever is appropriate. 

- If the council of the municipality resolves to construct or develop a property for 
future use as an investment property, such property will be accounted for as 
property, plant and equipment until it is ready for its intended use and reclassified 
as an investment property. 

4.7.2 Depreciation 

• Investment assets shall not be depreciated, but shall be valued on balance sheet 
date to determine their fair (market) value 

• Investment assets shall be recorded in the statement of position at such fair value 
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4.7.3 Valuation 

• Adjustments to the previous year’s recorded fair value shall be accounted for as 
either gains (revenues) or losses (expenses) in the accounting records of the 
department or service controlling the assets concerned 

• The Municipal Valuer shall be engaged by the municipality to undertake such 
valuations 

• Where the council of the municipality resolves to construct or develop a property 
for future use as an investment property, such property shall in every respect be 
accounted for as an ordinary fixed asset until it is ready for its intended use - where 
after it shall be reclassified as an investment asset 

4.7.4 Classification 

An asset will be classified as an Investment property as per the requirements of GRAP 
16, if it is land (serviced vecent lend) it shall fall into this category and ( un-serviced 
vacant land) to either PPE, Inventory, Heritage or Other applicable standards. Land 
marked for RDP Housing shall be classified as PPE or Inventories guided by the 
requirements of both standards and the intention of Council and not investment 
properties. 

4.8 Intangible Assets 

GRAP 31 defines an intangible asset is an identifiable non-monetary asset without 
physical substance. 

An asset meets the identifiably criterion in the definition of an intangible asset when it: 

• Is separable, i.e. is capable of being separated or divided from the entity and sold, 
transferred, licensed, rented or exchanged, either individually or together with a 
related contract, asset or liability; or 


• Arises from contractual rights (including rights arising from binding arrangements) 
or other legal rights (excluding rights granted by statute), regardless of whether 
those rights are transferable or separable from the entity or from other rights and 
obligations. 


16 | P a g e 




Asset Management Policy 


k9 Leased Assets 

Leased assets will be treated in terms of GRAP 13 (Leases). 

.9.1 Finance lease 

A finance lease is a lease that transfers substantially all the risks and rewards 
incidental to ownership of an asset. Title may or may not eventually be transferred. 

The following are examples of situations which would normally lead to a lease being 
classified as a finance lease, a lease does not need to meet all these criteria in order 
to be classified as a finance lease: 

• The lease transfers ownership of the asset to the lessee by the end of the lease 
term, 

• The lessee has the option to purchase the asset at a price which is expected to be 
sufficiently lower than the fair value at the date the option becomes exercisable for 
it to be reasonably certain, at the inception of the lease, that the option will be 
exercised. 

• The lease term is for the major part of the economic life of the asset even if title is 
not transferred 

• At the inception of the lease the present value of the minimum lease payments 
amounts to at least substantially all of the fair value of the leased asset 

• The leased assets are of a such a specialised nature that only the lessee can use 
them without major modifications, and 

• The leased assets cannot easily be replaced by another asset. 

Any initial direct costs of the lessee are added to the amount recognised as an asset. 
The costs identified as directly attributable to activities performed by the lessee for a 
finance lease are added to the amount recognised as an asset. 

A finance lease gives rise to a depreciation expense for depreciable assets as well as 
finance expense for each accounting period. The depreciation policy for depreciable 
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leased assets shall be consistent with that for depreciable assets that are owned, and 

the depreciation recognised shall be calculated in accordance with the Standard of 
GRAP on Property, Plant and Equipment and the International Accounting Standard 
on Intangible Assets. If there is no reasonable certainty that the lessee will obtain 
ownership by the end of the lease term, the asset shall be fully depreciated over the 
shorter of the lease term and its useful life. 

.9.2 Operating lease 

A lease is classified as an operating lease if it does not transfer substantially all the 

risks and rewards incidental to ownership. 

Lease payments under an operating lease shall be recognised as an expense in the 
statement of financial performance on a straight-line basis over the lease term unless 

another systematic basis is more representative of the time pattern of the user’s 
benefit. 

10 Housing Development Fund 

In terms of the National Treasury Guidelines from the implementation of GRAP, the 
Housing Development Fund is a statutory fund and must be disclosed on the 
Statement of Financial Position as such. Municipalities should continue operating a 
housing operating account. 


Municipalities should include “old scheme” housing transactions in the Statement of 
Financial Performance, including revenue earned and expenses incurred. New 
expenses, such as the 

Depreciation of housing rental units and the provision for bad debts, will need to be 
included in the Statement of Financial Performance. This means that the transactions 
of the “old scheme" should be budgeted for in the same manner as other activities of 
the municipality from both an operating and capital perspective. 

When preparing financial statements, the net revenue or expenditure included in the 
municipality’s Statement of Financial Performance will be transferred to the Housing 

18 | P . 




Asset Management Policy 

Development Fund through the Statement of Changes in Community Wealth. In this 

way, there will be compliance with the housing legislation and the new accounting 
standards. 

11 Other Assets 

Other assets will include assets which do not fall within the definitions described 
above, for example: 

• Vehicles 

• Machinery and equipment 

• Furniture and fittings 

• Computer hardware 

-12 Inventory 




Inventory will be accounted for as per the requirements of GRAP 12 
Housing Stock 

This is rental or housing stock which is not held for capital gain 
• This includes: 

- Land or buildings owned or acquired by the municipality with the intention of 
selling such property in the ordinary course of business 

- Land or buildings owned or acquired by the municipality with the intention of 
developing such property for the purpose of selling it in the ordinary course of 
business 

■ These assets shall be accounted for as inventory, and not included in either 
property, plant and equipment or investment property in the municipality’s 
statement of position 
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.12.2 Recording 

• These Inventory assets will be recorded in a separate section of the asset register 
and maintained as required 

• Inventories shall be measured at the lower of cost and net realizable value 

• The cost of inventories shall comprise all costs of purchase, costs of development, 
costs of conversion and other costs incurred in bringing the inventories to their 
present location and condition 

• Any land or buildings owned or aoquired by the municipality with the intention of 
selling the property in the ordinary course of business, or any land or buildings 
owned or acquired by the municipality with the intention of developing the property 

for the purpose of selling it in the ordinary course of business, will be accounted for 
as inventory 

• Where the municipality owns undeveloped land, usually this will be classified as 
property, plant and equipment. Where there is an intention to develop such land 
and to sell or transfer or contract it to a third party it should be classified as inventory 
rather than property, plant and equipment 

• The purchase of land or buildings for resale should be classified as inventory if the 
land or buildings is held for short-term sale in the ordinary course of operations 
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5 Accounting for Property, Plant and Equipment 

5.1.1 Recognition of property, plant and equipment 

• An item of property, plant and equipment will be recognized as an asset when: 

It is probable that future economic benefits or potential service delivery 
associated with the asset will flow to the municipality, 

- The cost of the asset to the municipality can be measured reliably, 

- The municipality has gained control over the asset, 

- Irrespective of the cost, if the asset meets the recognition criteria it should be 
recognised as an asset 

- The asset is expected to be used during more than one financial year. 

All other acquisitions of property, plant and equipment that do not meet the recognition 
criteria will be expensed. 

5.1.2 Initial measurement 

• An item of property, plant and equipment that qualifies for recognition as a non- 
current asset should be initially measured at its “cost of acquisition”. 

• This “cost of acquisition” will include all costs required to bring the asset to the 
proper working condition and position for its intended use. These costs usually 
include the following: 

- Purchase costs (less any discounts given) 

- Delivery costs 

- Installation costs 

- Professional fees for architects and engineers 

- Import duties 

- Non-refundable taxes 

- Site development costs 

- Contractor fees 
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Donations or exchanges 

Where an item of property plant and equipment is acquired at no cost, or for a nominal 
cost, it will be initially measured at its fair value as at the date of acquisition and 
included in the non-current asset register. 

Carrying amount on property plant and equipment 

Subsequent to initial recognition as an asset, an item of property, plant and equipment 
should be carried at its cost less any accumulated depreciation, subject to the 
requirement to write an asset down to its recoverable amount or any subsequent 
revaluation. 
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51 5 ITEMS TO BE EXCLUDED FROM THE FIXED ASSET REGISTFR items as 

deemed and signed off by the Asset Manager, Director Finace or Chief Financial Officer shall 
3e ex P ensec * u P° n acquisition due to their nature, value, and susceptibility to breaking. The 
Emnambithi/Ladysmith Municipality has in the past identified these items as assets and 
ncluded them in the FAR. These items are consumable in nature and should not be included 
n the FAR. To ensure efficiency in the administration of this policy, the items on the exclusion 

ist do not meet the definition of assets at the municipality and will be expensed when 
purchased. 


Banner _ 

Calculators _ 

Clock _ 

Desk Letter Tray _ 

Drills (light duty) _ 

Office Fans (Not Industrial) _ 

Fire Extinguisher _ 

Flag Pole _ 

Garden Furniture _ 

Heaters _ 

Kettles _ 

Computer Keyboard _ 

Measuring Wheels _ 

Mirror _ 

Plastic Assets (Chairs Tables etc.) 

Pot plant __ 

Weight Scale _ 

Serving tray _ 

Stationary — Punches _ 

Stationary - Staplers _ 

Tile Cutter (light duty) _ 

TV Brackets 
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6 Safekeeping, identification and movement of fixed assets 

6.1 Objectives 

To prevent the loss, damage or theft from the misappropriation or misuse of fixed 
assets owned by the municipality. 

6.2 Safekeeping 

Each departmental head shall: 

• Be directly responsible for the physical safekeeping of any fixed asset controlled or 
used by the department in question 

• Take the necessary steps to ensure the safekeeping of fixed assets under their 
control 

• Adhere to any written directives issued by the Chief Financial Officer in regard to 
the control of or safekeeping of the municipality’s fixed assets 

6.3 identification 

• The Chief Financial Officer shall ensure that the municipality maintains a fixed 
asset identification system which shall be operated in conjunction with its fixed 
asset register 

• The identification system shall be determined by the Chief Financial Officer: 

- Acting in consultation with the municipal manager and other departmental 
heads 

- Comply with any legal prescriptions 

- Be decided upon within the context of the municipality’s budgetary and human 
resources available 

• Every departmental head shall ensure that the asset identification system approved 
for the municipality is properly applied in respect of all fixed assets controlled or 
used in their department 
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6.4 Transfers to another Asset Controller 

6.4.1 Permanent transfers to another Asset Controller 

• An Asset Controller retains managerial accountability and control for a particular 
asset unless; 

- Another Senior manager agrees in writing to accept responsibility for that asset, 
and 

- The Asset Manager endorses the transfer. 

• The Finance Department appropriately amends the Financial Asset register for all 
approved transfers. 

• The new Asset Controller assumes all the accountabilities of the previous Asset 
Controller. 

6.4.2 Relocation or Reassignment of Property, Plant or Equipment 

• The Asset Controller must ensure that the asset is appropriately safeguarded for 
loss, damage or misuse wherever it is located. Safeguarding includes ensuring 
reasonable physical restrictions and delegated management is implemented. 

• The Asset Controller must advise the Asset Manager whenever an asset is 
permanently relocated or reassigned from the location (or base) or cost centre 
recorded in the Financial Asset Register. 

• The Asset Controller must advise the Asset Manager whenever an asset is 
temporarily relocated or reassigned from the location (or base) or cost centre 
recorded in the Financial Asset Register. It this case, the Asset Controller must 
also advise the Asset Manager when this asset is returned. 

6.4.3 Verification 

• Every departmental head shall undertake a comprehensive verification of all fixed 
assets under their control: 

- At least once during June of every financial year 

- In compliance with the relevant written directives issued by the Asset Manager 
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Report in writing to the Asset Manager in the format determined by the Chief 
Financial Officer, all relevant results of such fixed asset verification not later 
than 30 June 

The verification will include the following for assets under their control: 

Ensuring that ail assets are bar coded (where applicable) 

- Review the useful lives 

- Review the depreciation method used 

* Assess for condition and possible impairment 
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Fixed assets register 

Objective 

To ensure that all of the municipality s fixed assets are recorded in such a way to 

enable adequate management and accounting for fixed assets 

Establishment and Management of the Financial Asset Register 

* The Asset Manager will establish and maintain the Asset Register containing key 
financial data on each asset that satisfies the criterion for recognition. 

* Any additional register of database concerning information needed for the fixed 
asset register or asset maintenance needs to be established through the Asset 
Manager. The Asset Manager will be responsible to ensure that the additional asset 
registers or databases comply with the naming conventions of the asset register 
and also ensure that the information is aligned and linked to the main asset register. 
The Asset Manager will be responsible to ensure that all the information is updated 
and that no oonflict of information exists within the different asset registers or 
databases that exist. 

Format of the fixed assets register 

The fixed assets register should contain the following for each item of property, plant 

and equipment: 

* Asset category 

* Acquisition dates 

* Clear descriptions of individual items 

* Location 

* Department / service that controls the asset 

* A unique asset identification number/Bar code 

* The original cost / fair value 

* Depreciation charge and accumulated depreciation 

* Carrying amount 
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• Method and rate of depreciation 

• Impairment losses incurred during the year 

• Source of financing 

• Insurance arrangements 

• Disposal date and price 

• Date retired form use 

• Re-valued amounts 

6.6 Provision of information for the fixed asset register 

Each departmental head under whose control any fixed asset falls shall: 

• Promptly provide the Asset Manager in writing with any information required to 
compile the fixed asset register 

• Promptly advise the Asset Manager in writing of any material change which may 
occur in respect of such information 

6.7 Recording on the register 

A fixed asset shall be recorded in the fixed assets register, as soon as it is acquired 

• Where the asset is constructed over a period of time, it shall be recorded as “assets 
under construction" until it is available for use, where after it shall be appropriately 
capitalised as a fixed asset 

• A fixed asset shall remain in the fixed assets register for as long as it is in physical 
existence 

• The following assets not to be included on the Fixed Asset Register due to their 
cost and nature: 

' Stationary items such as (punches, calculators, etc.). 

- Plastic chairs 

Assets attached to building (shelves, etc.) except for air conditioners 

- Office bins 
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- Kitchen Appliances 

- Notice Boards 

Other consumables (With a life span of less than a year) 

An inventory list for such items is kept for audit purposes, and to be treated in 

accordance with GRAP requirements. 

.8 Carrying value 

• All fixed assets shall be carried in the fixed asset register, and appropriately 
recorded in the annual financial statements, at their original cost or fair value less 
any accumulated depreciation 

• The only exceptions to this rule shall be re-valued, impaired and heritage assets in 
respect of which no value is recorded in the fixed asset register 

8.1 Internal Controls over the Financial Asset Registers 

• Controls around these asset registers should be sufficient to provide an accurate, 
reliable and up to date account of assets under their control to the standards 
specified by the Chief Financial Officer and required by the Auditor-General. 

• These controls will include physical management and recording of all acquisitions, 
assignments, transfers, losses and disposals of their assigned assets as well as 
regular stock-takes and systems audits to confirm the adequacy of their controls. 
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7 Acquisition and replacement of fixed assets 

7 .1 Objectives 


To ensure fair, transparent and equitable acquisition of fixed assets in terms of the 
supply chain management policy, capital budget and IDP priorities 

• To ensure that fixed assets are replaced when they have exhausted there effective 
service potential 

7 .2 Acquisition of fixed assets 

The Asset Manager will develop and provide a form to be completed by 
departmental heads for new acquisitions 

• Each departmental head will promptly inform the Asset Manager of new fixed 
assets taken into use in the format requested by the Chief Financial Officer 

• Fixed assets should be acquired in terms of the approved capital budget. Any 
deviation from this should be approved by the Municipal Manager and Council. 

7.3 Physical Receipting and Management 

7.3.1 Responsibilities of the Asset Controller 

• The Asset Controller must ensure that the purchase of assets complies with all 
municipal polices and procedures 

The Asset Controller must ensure the all moveable property, plant and equipment 
is duly processed, identified and bar-coded (where appropriate) before it is 
received into their stewardship 

Thereafter, ensure that assets received are recorded on the municipal asset 
register (this will be done by ensuring that the appropriate forms are completed 
correctly and handed over to the Asset Manager). 

• The Asset Controller must ensure all moveable assets received into their 
stewardship are appropriately safeguarded for inappropriate use or loss. This will 
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include appropriate control over the physical access to these assets and regular 
stock takes to ensure any losses have not occurred. Any known losses should be 
immediately reported to the Asset Manager 

• The Asset Controller will do an annual stock take of property, plant and equipment 
as part of the annual reporting processes coordinated by the Asset Manager 

• The Asset Controller must ensure that property, plant and equipment is 
appropriately utilized these assets for the purpose that the municipality acquired 
them. 

'■3.2 The date of acquisition 

• The date of acquisition of an asset is deemed to be the time when legal title and 
control passes to the municipality. 

• This may vary for different categories of assets but will usually be the point of time 
when the payment for that asset is approved. 

.4 Replacement of fixed assets 

• Fixed assets will be replaced when they can no longer deliver the services 
effectively and efficiently 

• Each departmental head will assess the service potential of the fixed assets under 
their control annually 

• The results of these assessments will be included into each departmental head’s 
contribution to the IDP and capital budgeting process 
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B Capitalisation criteria 

B.1 Objective 

To ensure that only items that meet the criteria and characteristics for fixed assets are 
capitalised as such 

B.1.1 Recognition of fixed assets 

All items that meet the recognition criteria in terms of GRAP 17 will be recognised and 
accounted for as such. 

8.2 Reinstatement, maintenance and other expenses 

B.2.1 Enhancement and rehabilitation costs 

Only expenses incurred in the following shall be capitalised: 

Enhancement of a fixed asset (in the form of improved or increased services or 
benefits flowing from the use of such asset) 

• Material extension of the useful life 

B.2.2 Maintenance costs 

Expenses incurred in the maintenance or reinstatement of a fixed asset shall be 
considered as operating expenses 

B.2.3 Expenses to bring the asset into operation 

• Expenses to bring the fixed asset into operation of will be capitalised as part of 
such fixed asset 

• Such expenses may include the following costs: 

- Import duties 

- Forward cover 

- Transportation 
Installation 


32 Page 



Asset Management Policy 

- Assembly 

- Commissioning 

.2A Subsequent expenditure on property plant and equipment 

• Subsequent expenditure relating to an item of property, plant and equipment that 
has already been recognized should be added to the carrying amount of the asset 
when it is probable that future economic benefits or potential service delivery, in 
excess of the originally assessed standard of performance of the existing asset, 
will flow to the municipality. 

• All other expenditure should be recognized as an expense in the period in which it 
occurred. 

• Before allowing the capitalization of subsequent expenditure, the Asset Manager 
must be satisfied that this expenditure significantly: 

Increases the life of that asset beyond that stated in the asset register, or 

- Increases the quality of service that asset beyond the existing level of service, 
or 

Increases the quantity of services that asset can provide, or 

- Reduces the future assessed costs of maintaining that asset. 

• Expenditure that is proposed to be capitalized must also conform to recognition 
criteria for non-current assets and should also be appropriately included in the 
approved capital budget. 

‘ Where it is desired to capitalise future component replacements, refurbishments or 
renewals, then please refer to the section on major components in this policy 
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Management and operation of assets 
Objectives 

To ensure that the municipality’s fixed assets are effectively utilised and maintained. 
Accountability to manage property pi ant and equipment 

* Each Departmental Manager is accountable to ensure that municipal resources 

assigned to them are utilized effectively, efficiently, economically and transparently. 
This would include; 

- Developing appropriate asset management systems, procedures, processes 
and controls for managing assets, 

* Providing accurate, reliable and up to date account of assets under their control. 

The development and motivation of relevant strategic asset management plans 
and operational budgets that optimally achieve the municipality’s strategic 
objectives. 

Contents of a strategic asset management plan 

• Asset Controllers need to manage assets under their control to provide the required 
level of service or economic benefit at the lowest possible long-term cost. To 
achieve this, the Asset Controller will need to develop strategic asset management 
plans that cover: 

Alignment with the Integrated Development Plan 

- Operational guidelines, 

- Performance monitoring, 

- Maintenance programs, 

* Renewal, refurbishment and replacement plans, 

Disposal and Rehabilitation plans, 

Operational, financial and capital support requirements, and 

- Risk mitigation plans including insurance strategies 


34 | 



Asset Management Policy 


The operational budgets are the short to medium term plan for implementing this 

strategic asset management plan. 

1.3 Reporting on Emerging Issues 

Each Asset Controller should report to the Municipal Manager on issues that will 
Significantly impede the assets capability to provide the required level of service or 
economic benefit. 
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10 General, planned and deferred Maintenance 

10.1 Objectives 

To ensure that fixed asset maintained to a level to ensure that the fixed asset can be 
used efficiently and services can be effectively rendered to the community by: 

• Planned maintenance 

• General maintenance 

• Reporting and follow-up of deferred maintenance 

10.2 General and planned maintenance 

• Every departmental head shall be directly responsible for ensuring that all assets 
are properly maintained to ensure: 

- That such assets provide the desired level of service and; 

- Attain their useful operating lives 

10.2.1 Maintenance planning 

• An annual maintenance plan shall be prepared and submitted by each 
departmental head when the capital and operating budget is prepared annually 

• A maintenance plan shall be submitted to the council prior to any approval being 
granted for the acquisition or construction of the infrastructure asset concerned 

• The departmental head of the department controlling or using the infrastructure 
asset in question, shall annually report to the council at least quarterly) on: 

- The extent to which the relevant maintenance plan has been complied with 

- The likely effect which any non-compliance may have on the useful operating 
life of the asset concerned 

• An annual maintenance plans should be approved by Council. The extent with 
which the approved maintenance plan is short of the required maintenance to 
maintain the assets to operate at its desired level should be disclosed. The effect 
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of this short planning and the overall asset live cycle cost should be should be 
considered during the approval process. 

0.3 Deferred maintenance 

0.3.1 Disclosure of deferred maintenance 

If there is material variation between the actual maintenance expenses incurred and 
the expenses reasonably envisaged in the approved maintenance plan for any 
infrastructure asset the Chief Financial Officer shall disclose the extent of and possible 
implications of such deferred maintenance in an appropriate note to the financial 
statements 

Such note shall also indicate any plans which the council of the municipality has 
approved in order to redress such deferral of the maintenance requirements 
concerned 
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11 Depreciation 

11.1 Objectives 

To ensure that the accounting records and annual financial statements reflect fixed 
assets at a value in accordance with the rate at which the economic benefits and 
service potential has been utilised 

11.2 Depreciation 

11.2.1 Assets to depreciate 

All fixed assets, except land and heritage assets, shall be depreciated 

11.2.2 Calculation of depreciation 

• Depreciation will take the form of an expense both calculated and debited on a 
monthly basis against the appropriate line item in the department or vote in which 
the asset is used or consumed 

• Depreciation shall initially be calculated from: 

* The day following the day in which a fixed asset is acquired or 

- In the case of construction works and plant and machinery - the day following 

the day in which the fixed asset is brought into use, until the end of the calendar 
month concerned 

• Thereafter, deprecation charges shall be calculated monthly 

• Depreciation will be included in the annual operating budget 

11.2.3 Rate of depreciation 

• The Asset Manager shall assign a useful operating life to each depreciable asset 
recorded on the municipality’s fixed asset register 

- The useful life shall be determined in consultation with the departmental head 
concerned 
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11.2.4 Depreciation rate 

• The Asset Manager shall depreciate all depreciable assets on the straight-line 

method of depreciation over the assigned useful operating life of the asset in 
question 

11.2.5 Initial determination useful life 

• Each Asset Controller needs to determine the useful life of a particular item or class 
property, plant and equipment through the development of a strategic asset 
management plan that forecasts the expected useful life that asset. This should 

be developed as part of the Pre-Acquisition Planning that would consider the 
following factors: 

The operational, maintenance, renewal and disposal program that will optimize 
the expected long term costs of owning that asset, 

economic obsolescence because it is too expensive to maintain, 

functional obsolescence because it no longer meets the municipalities needs, 

technological obsolescence, 

- social obsolescence due to changing demographics, and 

- legal obsolescence due to statutory constraints. 

* Spares purchased specifically for a particular asset, or class of assets, and which 
would become redundant if that asset or class was retired or use of that asset or 
class was discontinued, must be considered to form part of the historical cost of 
that asset or class. The depreciable amount of such spares must be allocated over 
the useful life of the asset or class. 

1.2.6 Review of useful life 

The useful life of an item property, plant and equipment should be reviewed regularly 
and if expectations are significantly different from previous estimates, the depreciation 
charge for the current and future periods should be adjusted. 
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Review of depreciation method 

• The depreciation method applied to property, plant and equipment should be 
reviewed regularly, and if there has been a significant change in the expected 
pattern of economic benefits or potential service delivery from those assets, the 
method should be changed to reflect the changed pattern. 

When such a change in depreciation method is necessary the change should be 
accounted for as a change in according estimate and the depreciation charge for 
the current future periods should be adjusted. 

Componentisation of major portions of assets 

In terms of GRAP 17:53: “Each part of an item of property, plant and equipment with 

a cost that is significant in relation to the total cost of the item shall be depreciated 
separately.” 

• An Asset Controller may, with agreement of the Asset Manager, treat specified 

major components of an item of property plant or equipment as a separate asset 
for the purposes of this policy. 

• These major components may be defined by its physical parameters (e.g. a 
reservoir roof) of its financial parameters (e.g. a road surface). 

In agreeing to these treatments the Asset Manager must be satisfied that these 
components: 

Have significantly a different useful life or usage pattern to the main asset, 

- Align with the asset management plans, 

- The benefits justify the costs of separate identification, 

It is probable that future economic benefits or potential service delivery 
associated with the asset will flow to the municipality, 

The cost of the asset to the municipality can be measured reliably, 

The municipality has gained control over the asset, 

- The costs is above the recognition threshold, and 
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The asset is expected to be used during more than one financial year. 

• All such decisions and agreements will be confirmed before the beginning of the 
financial year and submitted for approval with the budget. Any amendments will 
only be permitted as part of a budget review. 

• Once a major component is recognized as a separate asset, it may be acquired, 
depreciated and disposed of as if it were a separate asset. 

All other replacements, renewals of refurbishments of components will be 
expensed 
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12 Amendment of asset lives and impairment in value of fixed assets 

12.1 Objective 

To ensure that the amendment of asset lives or the diminution in value thereof must 
take place in a controlled manner based on the operating value and service potential 
of those fixed assets 

12.2 Amendment of asset lives 

12.2.1 Authority to amend useful life 

Only the Asset Manager may amend the useful operating life assigned to any fixed 
asset 

12.2.2 Circumstances to amend useful life 

• The Asset Manager shall amend the useful operating life assigned to any fixed 
asset if: 

it becomes known that such asset has been materially impaired or improperly 
maintained to such an extent that its useful operating life will not be attained, or 

- Any other event has occurred which materially affects the pattern in which the 
asset s economic benefits or service potential will be consumed 

12.3 Impairment of fixed asset value 

12.3.1 Circumstances to fully depreciate fixed assets 

• A fixed asset shall be fully depreciated where: 

- Where the value of a fixed asset has been diminished to such an extent that it 
has no or a negligible further useful operating life or value 

Where a fixed asset has been lost, stolen or damaged beyond repair 

- Physically ceased to exist 

• These additional depreciation expenses shall be debited to the department or vote 
controlling or using the fixed asset in question 
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12.4 Impairment of fixed assets 

• A fixed asset is said to be impaired where the recoverable amount or the 
recoverable service value is less than the carrying amount reflected in the 
accounting record 

• Each departmental head shall annually, judge the useful lives, value and 

impairment of all the fixed assets under their control and submit to the Asset 
Manager 

• When such a decline has occurred, the carrying amount should be reduced to the 
recoverable amount 

• The amount of the reduction should be recognized as an expense immediately, 
unless it reverses a previous revaluation in which case it should be charged to a 
non-distributable reserve 

For asset providing economic benefits, the recoverable amount is the net present 
value of future ownership 

• For asset providing future service delivery, the recoverable amount is the remaining 
proportional of its useful life, service capacity or quality of service that is not 
intended to be restored by normal maintenance programs 

2.4.1 Subsequent increase in recoverable amount 

• A subsequent increase in the recoverable amount of an asset, previously written 
down due to a decline in the carrying amount should be written back when the 
circumstances and events that led to the write-down or write-off cease to exist and 
there is persuasive evidence that the new circumstances and events will persist for 
the foreseeable future 

• The amount written back should be reduced by the amount that would have been 
recognised as depreciation had the write-down or write-off not occurred 
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13 Funding sources and reserves 

13.1 Objectives 

• To ensure that fixed assets are funded in terms of the funding sources available 

• To ensure that funding sources are completely and accurately disclosed in the fixed 
asset register and 

13.1.1 Main funding sources 

The main sources of finance to be used to aoquire assets will be as follows: 

• Capital Replacement Reserve (CRR) 

• Grants, subsidies and public contributions 

• Revenue contributions 

• Cash surplus 

13.1.2 Capital Replacement Reserve (CRR) 

• Council must annually approve the basis and amounts for which contributions 
should be appropriated to the CRR 

• This appropriation will be done in consideration of the funds available and future 
capital programme 

• The CRR funds will be accumulated by: 

- Annual revenue contribution 

- Profit on disposal of assets 

• When a fixed asset is financed from the CRR an amount is transferred to the CRR 
to Accumulated Surplus equal to the cost thereof 

• The balance in the reserve must be cash backed 
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3.1.3 Conditional grants, subsidies, public contributions and donations 

Unspent grants are to be accounted for and disclosed in terms of GAMAP/GRAP 
17 

• These funds will be cash backed and invested until utilised 

The interest earned from investments will be treated in terms of the conditions of 
the grant 

1.1.4 Revenue contributions 

Revenue may be used to finance fixed asset items in terms of the approved budget 

>.1.5 Surplus cash 

If there is sufficient surplus cash available, fixed assets may be financed directly 
from surplus cash 

• Depreciation charges on these assets will not be offset 
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14 Re-valuation of fixed assets 

14.1 Objective 

Accurate re-valuation of fixed assets where the re-valuation model is used 

14.1.1 Re-valuation process 

All land and buildings recorded in the municipality’s fixed asset register shall be re¬ 
valued with the adoption by the municipality of each new valuation roll 

• The Asset Manager shall adjust the carrying value of the land and buildings 
concerned to reflect in each instance the value of the fixed asset as recorded in the 
valuation roll, provided the Asset Manager is satisfied that such value reflects the 
fair value of the fixed asset concerned 

Re-valued fixed assets shall thereafter be depreciated on the basis of its re-valued 
amount 

14.1.2 Re-valuation reserve 

The Chief Financial Officer shall create a revaluation reserve for fixed assets that have 

been re-valued equal to the difference between the value as recorded in the and/or 

determined by a qualified valuer and the carrying value of the fixed asset in the asset 
register. 

14.1.3 Depreciation of re-valued property 

The fixed asset concerned shall, in the case of buildings, thereafter be depreciated 
on the basis of its re-valued amount over its remaining useful operating life 
* The increased depreciation expenses must be budgeted 
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Insurance, loss, damage, theft 


Objective 

7 nidpai ** assets are ada,uate,y and a<,e<,ua,e 

are Kept of loss, damage and theft. 

Insurance of fixed assets 

• -r Rnandal 0fficer sha " —» that all the fixed assets are adequately 

• The municipal manager shall recommend to the council of the municipality after 

consulting with the Chief Financial Officer, the basis of the insurance to be appiied 
to each type of fixed asset: either 

- The carrying value or 

- The replacement value of the fixed assets concerned 

• Such recommendation shall take due cognisance of the budgetary resources of the 
municipality 

‘ 7 e CH 7 “ ° fflCerSha " "« tha ‘ “ver is sourced in terms of 

the supply chain management policy of the municipality 

• The Chief Financial Officer shall annually submit a report to toe council of toe 
municipality for approval on any reinsurance cover which it is deemed necessary 
to procure for the municipality's self-insurance reserve 

Loss, damage, theft of fixed assets 

• Even, departmental head shall promptly report every incident of loss theft 

estruction, or matenal impairment of any fixed asset controlled or used by the 
department in writing to the Chief Financial Officer and; 

• In cases of suspected theft or malicious damage to municipal be reported to toe 
South African Police Service 

’ ir rrr 31 head sha " prepared a soheduie * ioss ' da ™s e 

submit it to the Chief Financial Officer annually by 30 June 
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The Asse. Manager will men reconcile this informa,ion ,o the insurer's schedule 
and collate it into a report for external audi! 
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Disposal and retirement from use 
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Objective 

To ensure that disposal and transfer of ownership of any fixed asset shall h f ■ 

equitable, transparent, competitive, consistent with the Supply Cha' M 6 ^ 
Policy and regulations. PP V Cha ' n Mana 9ement 

Municipal asset transfer regulations 

The municipality will comply with the I oral rv* 

r:rr ■ 2003 -^ ^ zr. r 4 ; 

Of comZL ranSferred ° r Pemanen " y diSP0Sed ° f - The foll0W,n9 are ■» Key areas 

• The Disposal Committee wll, meet to dlsouss whioh assets to dispose of 

■ ^Accounting Officer must conduct a public participation process for the disposal 
of assets greater that 5% of the total value of assets 

• Council must authorise the public participation process 

• municipa. council must when considedng any proposed transfer or dispose, 

take into account the following: aisposaJ, 


Whether the capital asset may be required for the 
later date 


municipality's own use at a 


The expected loss or gain that is expected to 
or disposal 


result from the proposed transfer 


The extent to which any compensation to be received in respect of the proposed 
transfer or disposal wii, resui, in a signittcan, economic or finan.™ 


benefit to the municipality, 


The risks and rewards associated with the operation or control of the caoital 

zr is to - di — - *—*> - 
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The effect that the proposed transfer or disposal will have on the credit rating 
of the municipality, its ability to raise long-term or short-term borrowings in the 
future and its financial position and cash flow; 

- Any limitations or conditions attached to the capital asset or the transfer or 

disposal of the asset, and the consequences of any potential non-compliance 
with those conditions; 

The estimated cost of the proposed transfer or disposal; 

The transfer of any liabilities and reserve funds associated with the capital 
asset; any comments or representations on the proposed transfer or disposal 
received from the local community and other interested persons; 

Any written views and recommendations on the proposed transfer or disposal 
by the National Treasury and the relevant provincial treasury; 

The interests of any affected organ of state, the municipality's own strategic 

legal and economic interests and the interests of the local community; and 

compliance with the legislative regime applicable to the proposed transfer or 
disposal. 


Disposal of fixed assets 

• Each departmental head shall report In writing to the Asset Manager annually on 

all fixed assets controlled or used by the department concerned on which fixed 

assets they wish to dispose of by public auction, public tender or write-off by 30 
June each year 

Each departmental head must take the necessary steps to ensure that all obsolete 
or damaged assets are disposed of in an appropriate and approved manner 
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16.4 Other write-offs 

A fixed asset shall be written-off only on the recommendation of the departmental 
head of the department controlling the asset and with the final approval of Council 

• Every departmental head shall report annually to the Asset Manager which fixed 
assets they wish to have written-off, stating the full reason for such 
recommendation by 30 April of each year 

• The Asset Manager will then consolidate all such reports and submit a 
recommendation to Council for approval. 

• Valid reasons for the writing-off of fixed assets shall be the disposal, loss, theft, 
destruction, incorrect capitalizations or material impairment of these fixed assets 

16.4.1 Accounting treatment on Disposal 

An item of property, plant and equipment should be eliminated from the balance 
sheet on disposal or when the asset is permanently withdrawn from use and no 

future economic benefits or potential service delivery are expected from its 
disposal. 

• Gains or losses arising from the retirement or disposal of an item of property, plant 
and equipment should be determined as the difference between the actual or 
estimated net disposal proceeds and the carrying amount of the asset, and should 
be recognized as revenue or expense in the income statement. 

16.4.2 The Supply Chain Management Policy 

The asset management policy must be read together with section 10 of the 
Municipality’s “Supply Chain Management policy” which sets out requirements for 
Disposal Management” under the following headings: 

• Disposal and letting of the municipality’s assets and, 

• Evaluation of offers for disposal and letting of assets 
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Accounting and financial statement disclosure 

Fixed assets should be disclosed and accounted for in terms of GAMAP/GRAP 17 as 
applicable 

Objective 

To ensure that financial statement disclosures for fixed assets to be done in terms of 
GAMAP/GRAP 17 as applicable 

Detailed disclosure requirements 

• The Chief Financial Officer must ensure that relevant and current GAMAP/GRAP 
17 accounting standards are applied for the disclosure of fixed assets on the 
financial statements 

• The financial statements should disclose, in respect of each class of property, plant 
and equipment classified under the categories of Land and buildings, infrastructure, 
community, heritage, investment properties, intangible, leased, housing 
development fund and other assets: 

- The measurement bases used for determining the gross carrying amount. 

When more than one basis has been used, the gross carrying amount for that 
basis in each category should be disclosed. 

- The depreciation methods used. 

The useful lives or the depreciation rates used. 

* Depreciation charged in arriving at net surplus or deficit for the period. 

- The gross carrying amount and the accumulated depreciation at the beginning 
and the end of the period. 

- A reconciliation of the carrying amount at the beginning and end of the period 
showing: 

(i) additions 

(ii) disposal 
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(iii) acquisition through business combinations 

(iv) increases or the decreases resulting from revaluations 

(v) deductions in carrying amount 

(vi) amounts written back 

(vii) depreciation 
(xi) other movements 

• The financial statement should also disclose: 

- Whether or not, in determining the recoverable amount of items of property, 

plant and equipment, expected future cash flows have been discounted to their 
present values. 

The existence and amounts of restrictions on title and property, plant and 
equipment pledged as security for liabilities. 

The accounting policy for restoration costs relating to items of property, plant 
and equipment. 

- The amount of expenditures on account of property, plant and equipment in the 
course of construction, and 

- The amount of commitments for the acquisition of property, plant and 
equipment. 

• When items of property are stated at re-valued amounts, the financial statements 
should disclose: 

- The basis used to revalue the assets. 

- The effective date of revaluation. 

- Whether an independent valuer was involved. 

- The nature of any indices used to determine replacement cost. 

The carrying amount of each class of property, plant and equipment that would 
have been included in the financial statements had the assets been carried at 
cost less depreciation. 
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The revaluation surplus, detailing the movement for the period. 

* The portion of the depreciation charge relating to the revaluation. 

18. INFRASTRUCTURE ASSET EUL POST MERGER 

Table 1: Indaka Local municipality EUL 


[he useful lives of items of property, plant ana equipment have been assessea as 
follows: 

Item 

Average useful life 

Land 

Infinite 

Buildings 

15-30 years 

Plant and machinery 

10-15 years 

Furniture and fixtures 

5-7 years 

Motor vehicles 

5-7 years 

Office equipment 

3-7 years 

Computer software 

3-5 years 

Infrastructure 


Y Roads Gravel 

3-7 years 

9 Roads Premix 

10-15 years 

Y Storm Water 

20-30 years 


Tnhle 2; Mnambithi LM EUL details 


Details 

Years 

Details 

Years 





Infrastructure 


Other 


Roads and Pavina 

5-100 

Buildings 

10-50 

Pedestrian Malls 

20 

Specialised Vehicles 


Electricity 

10-50 

Other Vehicles 

w jLXJ 

3-20 

Water 

10-100 

Office Equipment 

3-20 

Sanitation 

10-100 

Furniture and Fittinqs 

10 

Housing 

30 

Watercraft 

15 

Stormwater 

25-120 

Bins and Containers 

5-10 
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PROPOSED EUL TABLE 


MAJOR G 
CODE 

MAJOR GROUP 

| MINOR G 
| CODE 

MINOR GROUP 

| GROUP 

1 CODE 

1 " ~ --—- 

GROUP 

30000 

OTHER 

STRUCTURES 

(INFRASTRUCTURE) 

32000 

ROADS 

NETWORK 

32101 

BRIDGES VEHICLE CONCRETE 

30000 

OTHER 

STRUCTURES 

(INFRASTRUCTURE) 

32000 

ROADS 

NETWORK 

32102 

BRIDGES VEHICLE STEEL 

30000 

OTHER 

STRUCTURES 

(INFRASTRUCTURE) 

32000 

ROADS 

NETWORK 

32103 

BRIDGES VEHICLE TIMBER 

30000 

OTHER 

STRUCTURES 

(INFRASTRUCTURE) 

32000 

ROADS 

NETWORK 

32104 

BRIDGES PEDESTRIAN CONCRETE 

30000 

STRUCTURES 

(INFRASTRUCTURE) 

32000 

ROADS 

NETWORK 

32105 

BRIDGES PEDESTRIAN STEEL 

30000 

OTHER 

STRUCTURES 

(INFRASTRUCTURE) 

32000 

ROADS 

NETWORK 

32106 

BRIDGES PEDESTRIAN TIMBER 

30000 

OTHER 

STRUCTURES 

(INFRASTRUCTURE)^ 

32000 

ROADS 

NETWORK 

32107 

BRIDGES RAILWAY CONCRETE 

30000 

— 

OTHER 

STRUCTURES 
(INFRASTRUCTURE)^ i 

32000 

ROADS 

NETWORK 

32108 

BRIDGES RAILWAY STEEL 

30000 

OTHER 

STRUCTURES 

(INFRASTRUCTURE) 

32000 

■ ..... ■ . — 

ROADS 

NETWORK 

32109 

BRIDGES RAILWAY TIMBER 

30000 

OTHER 

STRUCTURES j 

(INFRASTRUCTURE) 

32000 

ROADS 

NETWORK 

32110 

BRIDGES REINFORCED RETAINING 
WALLS EARTH 

30000 

OTHER 

STRUCTURES 

(INFRASTRUCTURE) 

32000 

ROADS 

NETWORK 

32111 

BRIDGES REINFORCED RETAINING 
WALLS CONCRETE 

30000 

OTHER 

STRUCTURES 

(INFRASTRUCTURE) 

32000 

ROADS 

NETWORK 

32112 

BRIDGES EXPANSION AND 
CONSTRUCTION JOINTS 

30000 

OTHER 

STRUCTURES 

(INFRASTRUCTURE) 

32000 

STORM WATER 
NETWORK 

32201 

STORM WATER CULVERTS CONCRETE 

30000 

OTHER 

STRUCTURES 

(INFRASTRUCTURE) 

32000 

STORM WATER 
NETWORK 

32202 

STORM WATER CULVERTS ARCO 

30000 

STRUCTURES 

(INFRASTRUCTURE) 

32000 

STORMWATER 

NETWORK 

32203 

STORM WATER DRAINS EARTHWORKS 

30000 

OTHER 

STRUCTURES 

(INFRASTRUCTURE) 

32000 

STORM WATER 

NETWORK 

32204 

STORM WATER DRAINS CONCRETE 
LINING 

30000 

OTHER 

STRUCTURES 

(INFRASTRUCTURE) 

32001 

STORM WATER 

NETWORK 

32205 

STORM WATER CATCH PITS 
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30000 

OTHER 

STRUCTURES 

(INFRASTRUCTURE) 

32000 

STORM WATER 
NETWORK 

32206 

STORM WATER PIPES 

30000 


32000 

STORM WATER 
NETWORK 

32210 

STORM WATER ATTENUATION PONDS 

30000 

IHM 

32000 

STORMWATER 

NETWORK 

32211 

STORM WATER OPEN CHANNELS 
LINED 

30000 


32000 

STORM WATER 
NETWORK 

32212 

STORM WATER OPEN CHANNELS 
UNLINED 

30000 


32000 

STORM WATER 
NETWORK 

32213 

STORM WATER PUMP STATIONS 
BUILDINGS 

30000 


32000 

STORM WATER 
NETWORK 

32214 

STORM WATER PUMP STATIONS CIVIL 
WORKS 

30000 


32000 

STORM WATER 
NETWORK 


STORM WATER PUMP STATIONS 
ELECTRICAL 

30000 

U 1 HER 

STRUCTURES 

(INFRASTRUCTURE) 

32000 

STORM WATER 
NETWORK 

32216 

STORM WATER PUMP STATIONS 
MECHANICAL 

30000 

IB11M 

32000 

STORM WATER 
NETWORK 

32217 

STORM WATER PUMP STATIONS 
PERIMETER PROTECTION AND 
FENCING 

30000 

U 1 HtK 

STRUCTURES 

(INFRASTRUCTURE) 

32000 

ROADS 

NETWORK 

32301 

ROADS MUNICIPAL ASPHALT 

SURFACE 

30000 

HURHI 

32000 

ROADS 

NETWORK 

32302 

ROADS MUNICIPAL BASE STRUCTURE 

30000 

MHd 

32000 

ROADS 

NETWORK 

32303 

ROADS MUNICIPAL CONCRETE 
SURFACE 

30000 

WWMi 

32000 

ROADS 

NETWORK 

32305 

ROADS MUNICIPAL GRAVEL SURFACE 

30000 

umtK 

STRUCTURES 

(INFRASTRUCTURE) 

32000 

ROADS 

NETWORK 

32316 

ROADS PAVED SURFACE 

30000 

H9H 

32000 

ROADS 

NETWORK 

32401 

ROADS KERB AND CHANNELS 

30000 

SSB§Mi 

32000 

ROADS 

NETWORK 

32402 

ROADS CRASH BARRIERS 

30000 

umtK 

STRUCTURES 

(INFRASTRUCTURE) 

32000 

ROADS 

NETWORK 

32403 

ROADS RETAINING WALLS EARTH 

30000 


32000 

ROADS 

NETWORK 

32404 

ROADS OVERLOAD CONTROL 

CENTRES 

30000 

MB 

32000 

ROADS 

NETWORK 

32405 

ROADS OVERLOAD ELECTRONIC 
HARDWARE 

30000 

umtK 

STRUCTURES 

(INFRASTRUCTURE) 

32000 

ROADS 

NETWORK 

32406 

ROADS OVERLOAD EQUIPMENT 

OTHER 

30000 

OTHER 

STRUCTURES 

(INFRASTRUCTURE) 

32000 

ROADS 

NETWORK 

32407 

ROADS PEDESTRIAN FOOTPATHS 
CONCRETE 


2 
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30000 

OTHER 

STRUCTURES 

(INFRASTRUCTURE) 

32000 

ROADS 

NETWORK 

32408 

ROADS STREET LIGHTING 

30000 


32000 


32409 

ROADS SUBWAYS 

30000 

lUkdnlfli 

32000 

ROADS 

NETWORK 

32410 

ROADS TRAFFIC ISLANDS 

30000 

n— 

32000 

ROADS 

NETWORK 

32411 

ROADS TRAFFIC LIGHTS 

30000 

UI HER 

STRUCTURES 

(INFRASTRUCTURE) 

32000 

ROADS 

NETWORK 

32413 

ROADS TRAFFIC SIGNS 

30000 

OTHER 

STRUCTURES 

(INFRASTRUCTURE) 

32000 

ROADS 

NETWORK 

32415 

ROAD CALMING MEASURES 

30000 

OTHER 

STRUCTURES 

(INFRASTRUCTURE) 

32000 

ROADS 

NETWORK 

32416 

ROAD PERIMETER PROTECTION 

30000 

OTHER 

STRUCTURES 

(INFRASTRUCTURE) 

32000 

ROADS 

NETWORK 

32417 

ROAD RESERVES 

30000 

■sHRH 

32000 

ROADS 

NETWORK 

32418 

ROADS MAJOR CULVERTS 

30000 


32000 

ROADS 

NETWORK 

32419 

ROADS OVERHEAD GANTRIES 

30000 

UhJuH 

32000 

ROADS 

NETWORK 

32420 

ROADS PEDESTRIAN FOOTPATHS 
BRICKED 

30000 

umtK 

STRUCTURES 

(INFRASTRUCTURE) 

32000 

ROADS 

NETWORK 

32421 

ROADS RETAINING WALLS CONCRETE 

30000 

Hsm 

32000 

ROADS 

NETWORK 

32422 

ROADS RETAINING WALLS 
CONSTRUCTION AND EXPANSION 
JOINTS 

30000 


32000 

ROADS 

NETWORK 

32423 

ROADS CONCRETE BOLLARDS 

30000 

u i HtK 

STRUCTURES 

(INFRASTRUCTURE) 

32000 

ROADS 

NETWORK 

32424 

ROADS PARKING METERS 

30000 

OTHER 

STRUCTURES 

(INFRASTRUCTURE) 

32000 

ROADS 

NETWORK 

32425 

ROADS FURNITURE OTHER 


3 
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ALFRED DUMA LOCAL MUNICIPALITY 

OFFICE OF THE MUNICIPAL MANAGER 

Incorporating Mayoral Office, Internal Audit, Risk, PMS, IDP, Policy Research, Communications, IGR 


Please ask for: 

E3 29 Ladysmith 3370 

My Ref: 

* (036)637 2231 

Fax. (036) 631 1400 

Your Ref: 

Email: mm(S!alfredduma.aov.za 
Website:www.alfredduma.aov.za 


QUALITY CERTIFICATE 


[l SS NGIBA, Municipal Manager of the Alfred Duma Local Municipality, KZN 238 hereby certify that the 
Draft 2018/2019 Budget and supporting documentation has been prepared in accordance with the 
Municipal Finance Management Act and the regulations made under the Act, and that the draft budqet 
and supporting documents are consistent with the Integrated Development Plan of the municipality. 


SIBUSISIWE SIXOLILE NGIBA 


Municipal Manager of Alfred Duma Local Municipality (KZN238) 



J °'" Duma Local Municipality in its fight against HIV/AIDS 

Fight HIV/AIDS: Abstain, Be Faithful, Condomise - for more information visit the local clinic 










